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NATIONAL AFFAIRS, POLICY 


Planning Commission Functions To Change 


93CE0751A Hong Kong CHING CHI TAO PAO 
[ECONOMIC REPORTER] in Chinese 
No 20, 24 May 93 pp 17-19 


[Article by Chao Ching-hua (6392 1987 5478): “Impor- 
tant Changes in the Functions of the Planning Depart- 
ment Looming, Talk With State Planning Commission 
Officer Li Deshui (2621 1795 3055)"] 


[Text] As of last year China’s reform and opening up 
have entered a new developmental phase. Revolving 
around the goal set by the 14th National CPC Congress 
to develop a socialist market economy, the functions of 
the state’s planning department are expected to undergo 
dramatic changes. The overall direction will be to cut 
down on the handling of routine matters and to actively 
strengthen and improve macroeconomic regulation and 
control. With this issue in mind, the author interviewed 
Mr. Li Deshui, State Planning Commission [SPC] officer 
and deputy director of the National Economic Compre- 
hensive Department. 


The Eight Functions of Economic Planning 


Mr. Li Deshui said, under the socialist market economic 
system, the planning department must delegate most of 
its functions of administering microeconomic activities 
to the market entities, namely enterprises, so that most 
of the staff who used to perform the actual work of 
planning can be relieved of those duties and concentrate 
on macroeconomic management instead. Thus, some of 
the original planning tasks will be transferred or elimi- 
nated and others will be improved. Meanwhile, new 
management functions will be added. Briefly, under a 
socialist market economic system, economic planning 
will concentrate on the following eight areas: strategy 
research, program formulation, maintenance of compre- 
hensive balance, policy coordination, structural adjust- 
ments, market regulation and control, market analyses 
and forecasts, and informational services. 


He explained the crux of the eight functions: 


Strategy research means the planning department should 
study and come up with the overall goals for economic, 
scientific and technological, and social development; the 
developmental strategies for achieving those goals, and 
other major general and specific policies. 


Program formulation includes mid- and long-term pro- 
grams for national economic and social development, 
annual plans, plans for territorial improvement and 
consolidation, and key industrial and regional economic 
development plans and so on. It also includes the study 
of the distribution of productive forces, especially con- 
centrating On major projects relating to the national 
economy and the people’s livelihood and the state’s 
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economic lifeline. Efforts should also be put into key 
projects in the basic industries, infrastructure, and main- 
stay industries. 


Comprehensive balance primarily means maintaining 
basic supply and demand balance in society, so that the 
credit scope and currency issuance are compatible with 
the rate of economic growth and meet the needs of price 
reform. It means keeping the financial deficits within a 
reasonable scope and keeping the foreign debt scale 
within our ability to repay those debts, so that interna- 
tional payments are basically balanced. It means making 
sure that the scope of fixed asset investments is compat- 
ible with the supp!y capability of funds, goods, and 
materials, and that the increase in consumption funds 1s 
in line with the rate of economic growth and the increase 
in labor productivity. 


Policy coordination includes developing and perfecting a 
set of economic policies that centers around our indus- 
trial policy. It means coordinating the policies promul- 
gated by different departments so that they work 
together and move in the same direction. 


Structural adjustments mainly involve determining the 
major economic relationships and continuously 
improving the economic structure. This includes the 
proportional relationship between accumulation and 
consumption; among the primary, secondary, and ter- 
tiary industries; between the industrial and agricultural 
sectors and within the industrial sector; between scien- 
tific and technological progress and economic develop- 
ment. Also it means making timely adjustments as 
corditions develop and change, so as to bring about high 
quality, efficient, and rapid economic development. 


Market regulation and control include the nurturing and 
macroeconomic regulation and contro! of the markets 
for capital goods and consumer goods and financial, 
labor, and information markets. It includes the study of 
market planning and distribution and drawing up of 
major policies. 


Analyses and forecasts should focus on strengthening the 
monitoring and analyses of the trend of overall economic 
balance and changes in economic relationships. It means 
tracking, monitoring, analyzing and forecasting fixed 
asset investments, consumer market, imports and 
exports, credit and currencies, foreign exchange payment 
and receipt, changing price trends and so on, to uncover 
serious problems in a timely fashion and make policy 
suggestions to the State Council. 


Information services include releasing macroeconomic 
information to the market entities and to society as a 
whole to guide enterprise management direction and 
investment behavior and guide the citizens’ consump- 
tion, and it also includes providing all sorts of services to 
coordinate enterprises’ production n'anagement 








2 ECONOMIC 


Making a Series of Important Changes 


What must the planning department do to ready itself for 
the above functions? Mr Li Deshui believes that the SPC 
must accelerate the change from emphasizing direct 
management to stressing indirect management. Specifi- 
cally, it needs to make drastic changes in eight areas: 


Instead of emphasizing the management of microeco- 
nomic activities, setting quotas, and allocating invest- 
ments, it must concentrate even more on studying and 
devising overall economic development strategies and 
important general and specific policies. 


Instead of direct administrative measures, it should rely 
primarily on economic policies, economic levers, and 
economic laws and regulations to manage the economy 
indirectly. 


Instead of focusing only on the economic activities under 
the ownership by the whole people system, it should 
guide and regulate and control all economic activities in 
society. 


Instead of emphasizing the planned management of 
in-kind goods and quotas, it should focus even more on 
value management and policy-oriented and forecast- 
oriented planning. 


Instead of emphasizing the management of production 
and construction, it should pay even more attention to 
the management of the entire process from production, 
allocation, circulation, to consumption. 


Instead of emphasizing supply management while 
ignoring market demands, it should further emphasize 
the market and the study of market changes, paying 
attention to the regulation of society’s demand, espe- 
cially by strengthening market planning and the con- 
struction of the market system. 


Instead of emphasizing the static balance of domestic 
economic activities and resources, it should actively use 
domestic and foreign markets, domestic and foreign 
resources, and domestic and foreign funds to bring about 
a dynamic, open-style, planned balance. 


Instead of emphasizing control-oriented planning, it 
should turn to coordinated, service-oriented planning. 
The planning department must firmly establish the con- 
cept of serving the grass-roots and enterprises. 


He pointed out emphatically that to implement macro- 
economic regulation and control effectively and guide 
society's economic activities to move in the correct 
direction, the state planning department must also work 
with the finance, banking, and other departments to set 
up a macroeconomic regulation and control system that 
allows them to coordinate and interact with one another. 
The use of financial and monetary measures must be 
included in the plans to meet the needs of overall 
economic development. 


JPRS-CAR-93-072 
23 September 1993 


The Accompanying Changes in the Ways and Means of 
Planning 


As the functions of economic planning undergo the 
above changes, will the original substance, form, and 
method of planning also change accordingly? Mr. Li's 
answer was affirmative. 


He said, implementing the market system means the 
original mandatory plans will be eliminated gradually. 
Instead, the state wi!l be placing orders for goods. This is 
a contract-backed business conduct and is a measure that 
meets the state’s needs for strategic goods and materials, 
and it facilitates the state’s market regulation and con- 
trol. The price of goods the state orders should be based 
on the market price, so that the manufacturers can reap 
an average profit. Under the 1993 state plan, the number 
of mandatory-planned products has been reduced to 36 
categories, compared to 59 categories in 1992; the output 
value of industrial products under mandatory planning 
as a percentage of society’s total industrial output value 
will be 6.8 percent, down from 11.7 percent in 1992. The 
state has begun placing orders for raw iron, copper, 
aluminum, tires, rubber, and small cars in 1993. 


In the future, most planned quotas will be changed to 
forecast-oriented, policy-oriented, and guidance- 
oriented quotas and will not be binding on enterprises. 
Enterprises may use these quotas to find the direction of 
macroeconomic development and make their own cor- 
rect management decisions. Some quotas will only be the 
state’s overall quota and will not be broken down into 
quotas for the localities and enterprises. 


When the state formulates mid- and long-term plans, the 
emphasis should be on studying and proposing macro- 
economic development strategies. We must set the gen- 
eral direction and focus on important economic devel- 
opment issues that must be resolved in each planning 
period and formulate workable, concrete plans. 


He indicated that the contents of the state’s annual plan 
will be drastically reduced. The preliminary plan will 
primarily include three areas: One, macroeconomic 
development goals and other important economic 
quotas. This is a forecast of economic development 
trends and will also contain the government's expecta- 
tions and macroeconomic regulation and control inten- 
tions. Two, basic macroeconomic policies and their 
corresponding regulatory measures that give expression 
to the policy-orientation and guidance-orientation of the 
state plan. Three, plans for using funds under state 
control (including financial funds and various special 
funds, state public finance, state-owned foreign 
exchange, and the central government's foreign debts) 
and orders for goods needed by the state. They give 
expression to the state’s ability to use some of the 
financial and material strength directly to guide society's 
economic activities and regulate and control the market. 
With regard to the form of planning, we must change 
today’s method of dividing the planned quotas into 
mandatory quota and guidance-oriented quota; instead, 
the format should fit the above three sets of plans. With 
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regard to the method of formulating the plans, we should 
strengthen monitoring and analysis and forecast of the 
workings of the economy and conduct in-depth investi- 
gations and studies, including comprehensive investiga- 
tion and analysis of domestic and foreign conditions. As 
much as possible, government, enterprises, and all walks 
of society should reach a consensus regarding the deter- 
mination of the macro goals for economic and social 
-velopment. 


‘mally, Mr. Li said that to have a socialist market 
economy dves not imply getting rid of planned regula- 
tions; instead, it means changing the functions of plan- 
ning. This is because the market is not omnipotent; it has 
its weaknesses and negative aspects. Having a market 
economy where the government plays a leading role is 
one of the secrets to why the rising nations are overtaking 
nations with the advanced-form of market economy. 
China should not follow the old free-market-economy 
road taken by Western nations at the primitive accumu- 
lation stage. If we combine the use market regulation and 
planned regulation, there will be no limit to the future of 
China’s economic development. 


Status, Prospects for State Enterprise Reform 


93CE0751B Hong Kong KUANG CHIAO CHING 
[WIDE ANGLE] in Chinese No 249, 16 Jun 93 pp 9-11 


[Article by Wu Xin (0702 5450): “Current Status and 
Future Prospects of Reform of China’s State-Owned 
Enterprises”’] 


[Text] State-Owned Enterprises: One-Third Profit- 
Makers; One-Third Money-Losers; One-Third Potential 
Losers 


China has been probing into enterprise reform for more 
than a decade. From the factory director responsibility 
system, leasing system, and contract responsibility 
system to the shareholding system, we have gone through 
a lot. Currently, even though the nation’s industrial 
production is growing at an unprecedented rate, large 
and medium-sized state-owned enterprises are still not 
very profitable. The fact that only one-third of them are 
profitable, one-third are losing money, and one-third are 
potential losers has not changed. 


Why Is Reform of Large Enterprises So Difficult? 


Dong Furen [5516 6534 4356], economist and vice 
chairman of the National People’s Congress's Finance 
and Economic Committee, recently went to Liaoning, 
Shenyang, and Dalian to look into implementation of 
“Enterprise Law” and the “Provisions on Changing the 
Management Mechanisms of Industrial Enterprises 
Under the Ownership by the Whole People System” in 
state-owned enterprises. He felt that state-owned enter- 
prises faced many problems in their efforts to embark on 
the market economy track. 
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He summed up the problems into three areas: 


First, the question of state-owned enterprises’ right to make 
their own decisions. As market entities, state-owned enter- 
prises should have some decision-making rights if they are 
to embark on the market economy track. Studies show that 
some decisionmaking rights, such as production manage- 
ment right, marketing right, material-purchase right, and 
the right to set product prices, are being honored, but 
others, such as organ installations, foreign trade decisions, 
and in particular, the right to hire workers and to refuse 
apportionment, are not often honored or are even ignored. 
Here the first problem we run into is that the government's 
functions basically have not changed; government organs 
have not been restructured, and some still are not willing 
to give up the rights and privileges they are not entitled to 
in a market economy. Furthermore, even after the govern- 
ment departments have handed down the power to the 
lower levels, enterprises do not necessarily get those rights 
or get to exercise those rights. For example, when it comes 
to the right to hire and fire workers, enterprises generally 
de not have the power or get to exercise that right. This 
often has to do with the fact that when the government 
handed down the power, it had not created the necessary 
conditions for enterprises to obtain or exercise those 
rights. 


Why Are State-Owned Enterprises Not Competitive? 


Second, state-owned enterprises are carrying heavy burdens. 
This is one of the main reasons for the state-owned 
enterprises’ inability to compete. These burdens are: |. 
Enterprises are over-staffed: even by the most conservative 
estimate, more than one-third of the total staff are idie 
workers. Too many idle hands necessarily means low labor 
productivity, and wages too tend to be low. A state-owned 
enterprise group in Beijing has a labor productivity rate 
that equals one-sixth or one-fifth that of a township 
enterprise in the same line of business. 2. There are too 
many on-leave and retired workers. In some enterprises, 
there are almost as many retirees as active workers. Retire- 
ment expenses are paid by enterprises. 3. Enterprises have 
many socially-oriented undertakings including hospitals 
and day-care centers. Enterprises have a lot of expenses. 4. 
They have huge medicare expenses. Some enterprises 
spend all of their after-tax profits to pay for above-quota 
medicare expenses. 5. There are huge management orga- 
nizations and management fees. 


Third, the question of state-owned enterprises’ property 
rights. This is a even more difficult problem but also a 
fundamental problem. If this problem is not solved, it 
will be difficult for state-owned enterprises to become 
market entities with decisionmaking rights and capable 
of taking care of their own profits and losses. The 
contract responsibility system has not solved this 
problem. Enterprises implementing the shareholding 
system so far have not set up a new state-owned asset 
property rights system that clearly designates a property 
rights representative who not only represents the owner 
of state properties but also assumes the risks in managing 
the assets, so that the state assets can increase their value 
to the greatest possible extent 
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The Two Main Themes of Enterprise Reform 


Currently, 90 percent of the nation’s large and medium- 
sized state-owned enterprises still practise the contract 
responsibility system; many are in the second round of 
contracting. The other 10 percent are piloting the share- 
holding system. Therefore, further perfecting the con- 
tract responsibility system and improving the share- 
holding system are the two main themes in today’s 
reform of state-owned enterprises. 


Not long ago, RENMIN RIBAO’s Theory Department 
together with the China Industrial Economic Associa- 
tion and the CPC Shenzhen City Party Committee's 
Research Department convened a “Symposium on the 
Total Net Asset Collateralization Contract Responsi- 
bility System™ to explore the possibilities of piloting such 
an insured contract system in Shenzhen’s Construction 
(Group) Company. The consensus was that it would be a 
perfect program and should be promoted. Its character- 
ISLICS are: 


1. It replaces profit contracting with asset contracting 
and makes the state-owned properties’ safety and value 
appreciation the contract goals. This represents a big 
step forward for the contract system. 


2. It makes the profit to investment ratio of enterprises 
in the same line of business the standard for setting 
contract bases. This gives the contract bases an objective 
Standard and overcomes the kind of subjectivity and 
arbitrariness found in enterprises’ haggling over their 
contract bases 


3. It makes consumption fund and profit rate the main 
substance when determining the contract base to limit 
the consumption funds’ abnormal growth and give play 
to the principle of distribution according to work. 


4. In the process of allocating after-tax distributable 
profit, it puts enterprises’ production development funds 
first and the delivery of dividends to the unit handing 
out the contracts in fourth place. This corrects the 
mistakes in today’s practice of putting delivery before 
retention. In this way there will be solid guarantee for 
enterprises’ technological improvement and expanded 
production 


5. It replaces personal contracting with whole-staff col- 
lateralized contracting, stipulates that the collateral 
should be no less than 10-30 percent of the enterprise’s 
net asset, and prescribes the procedure when enterprises 
have to remedy losses: They should first use the divi- 
dends from the collateral to offset the losses, and if that 
falls short, the collateral itself may be used. This means 
“taking responsibility for the losses” is not just an empty 
promise but is backed by real funds, correcting enter- 
prises’ tendency to “take responsiblity for the profits but 
not the losses.” 


A foreign trade official said that the contract system had 
played a definite role in past reforms, and despite its 
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less-than-perfect results and its many defects, we cannot 
ignore its role today and in the foreseeable tuture 


The Shareholding System's New National Trend 


Beijing’s Tiangiao Department Store began testing the 
shareholding system in July 1984, thus becoming the 
first commercial enterprise to transform itself under the 
shareholding system. In November 1984. Shanghai's 
Diansheng Factory Headquarters initiated the formation 
of the Shanghai Feiyue Accoustics Shareholding Com- 
pany and began issuing shares to the pubic. It was the 
first industrial enterprise to imp!ement the shareholding 
system. Thereafter, other state-owned enterprises in 
Shanghai, Shenzhen, Beijing, and Sichuan also began 
piloting the shareholding system: nearly 100 enterprisese 
began issuing stocks. 


China’s shareholding system can be classified into six [as 
published] types according to how the investors may 
participate in stock ownership 


1. The shareholding system whereby shares are owned by 
enterprise staff and workers: Under this system, some 
shares are issued to company workers and staff. The 
main purpose is not to raise capital but to increase 
enterprises’ cohesiveness 


2. The shareholding system whereby enterprises as legal 
entities own shares in each other's operations. Under 
this system, enterprises put up their plants, equipment, 
funds, technologies, exclusive rights as investments to 
optimize the combination of productive factors and 
increase efficiency in allocating society's resources. 


3. The shareholding system whereby shares are issued 
openly to the public. Under this system, shares are issued 
to the public as a means of raising funds to develop 
production. These shares are special renminbi stocks 
available only to legal entities and natural persons out- 
side of Chinese territories: they are also called B stocks. 


Statistics show that currently, there are more than 3,700 
shareholding enterprises in China: 86 percent issue 
shares internally to enterprise staff and workers; 1|2 
percent are of the type where enterprises own shares in 
each other as legal entities, and only 2 percent issue stock 
to the public. In addition, at the end of March 1993, 67 
limited-liability shareholding companies have issued 
stocks in the Shanghai and Shenzhen securities markets; 
19 of them have 1ssued B stocks that are also traded in 
the market. 


In the second half of 1992, the State Commission on 
Restructuring the Economic System designated nine 
large state-owned enterprises, including Shanghai's Pet- 
rochemical Plant Headquarters and Maanshan Iron and 
Steel Plant, for reorganization under the shareholding 
system and drew up plans to issue shares abroad and 
trade them in the market 
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The reorganization of large state-owned enterprises 
under the shareholding system has proceeded under 
Strict regulations. Primarily they have followed four 
different paths: 


One, when enterprises put their incremental assets under 
the shareholding system, they also put their existing 
stock of assets under the shareholding system, so that the 
whole enterprise is reorganized into a shareholding 
enterprise. 


Two, enterprises are reorganized into shareholding 
enterprises through merger. 


Three, enterprises are reorganized under the share- 
holding systerr through horizontal integration. 


Four, for enterprises that do not need new investments, 
their existing stock of assets are converted into shares, a 
fixed percentage of which is sold to the public to diver- 
sify the asset composition, and in turn they are restruc- 
tured under the shareholding system. 


After the reorganization, Maanshan Iron and Steel Com- 
pany 1s converted into Maanshan Iron and Steel Corpo- 
ration and Maanshan Shareholding Company. The 
former is the latter’s holding company. Units in the 
original Maznshan Iron and Steel Company not 
absorbed by the shareholding company have become 
subsidiaries under the corporation and have been orga- 
nized into several separate economic entities. 


According to Maanshan Iron and Steel's general man- 
ager, Hang Chengyi [2635 2110 4135], under the overall 
restructuring program, Maanshan Iron and Steel has set 
up a new enterprise mechanism. Currently, restructuring 
of the accounting system, the profit forecasts, the inven- 
tory-check and fund source verification, and year-end 
inventory-check involving Overseas intermediaries have 
been completed. The restructuring of its three internal 
systems—labor, personnel, and allocation—is actively 
underway. The original workers’ benefit, finance, mate- 
rial supply, sanitation, education, and real estate units 
have been put under professional management and are 
gradually becoming independent accounting units and 
economic entities responsible for their own profits and 
losses. Today, Maanshan Iron and Steel are in contact 
and are negotiating with scores of accounting firms, 
securities companies, law firms, and appraisal compa- 
nies at home and abroad to determine who should serve 
as its intermediaries. In succession, these organizations 
are stationing themselves in Maanshan Iron and Steel, 
actively getting ready to list the company in the market. 


Mr. Hang said that Maanshan Iron and Steel has unique 
qualities for exceptional growth. Reorganization of the 
production management part of the company into a 
shareholding company will greatly increase its chance of 
success as a listed company. 
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The Future of Enterprise Reform 


State-owned enterprises are the driving force behind 
China’s national economy. Only by becoming qualified 
market competitors can these enterprises actively 
respond to market signals and form the micro founda- 
tion of the market economy. After many years of practice 
and debate, we have reached a consensus in theory on 
the direction of reform of state-owned enterprises, and 
making enterprises take responsibility for their own 
profits and losses has also become a clear choice. 


In March of this year, the State Council approved and 
relayed the State Restructuring of the Economic System 
Commission’s “Main Points in the Restructuring of the 
Economic System in 1993” and made important plans to 
test the shareholding system. Reportedly, the focus of 
future testing of the shareholding system will be on 
setting up responsibility companies. It will provide the 
leadership and organization in promoting the develop- 
ment of shareholding companies whose shares are held 
by legal persons. If shares are held by enterprise workers, 
the rules must be strictly enforced, and all pertinent 
regulations must be complied with. Provinces, munici- 
palities, cities with province-level economic planning 
authorities, and relevant departments of the State 
Council may designate one or two large or key enter- 
prises to issue stocks to the public and trade them in 
out-of-town markets. Currently, efforts are being stepped 
up to formulate all relevant rules and regulations and 
systems pertaining to the improvement of the share- 
holding system pilot programs. Step-by-step implemen- 
tation of the shareholding system has become the direc- 
tion of reform of China's state-owned enterprises. 


Capital Iron and Steel Company Forms China's First 
Enterprise Bank, State-Owned Enterprises Expected To 
Undergo Changes 


The State Council recently agreed to give Capital Iron 
and Steel more power to make their own investment 
decisions, engage in foreign trade, and raise their own 
funds. Zhou Shulian [0715 0647 5571], economist and 
chairman of Chinese Academy of Social Sciences’ Indus- 
trial Economics Institute, suggested that currently the 
absolute majority of China’s state-owned enterprises 
profit retention levels are fairly low, and because the 
Financial Ministry is unable to increase their profit 
retention substantially at this time, it 1s essential that we 
take advantage of the large enterprises’ substantial 
investment capabilities and great demand for funds to 
give them more power to gather and distribute funds on 
their own and set up autonomous fund gathering mech- 
anisms. Today, Capital Iron and Steel has formed 
China's first enterprise bank. To encourage state-owned 


* enterprises to change their operating mechanisms, we 


must further liberate our thinking and give even more 
large enterprises this kind of power so that they can 
become commodity producers and managers. 


Furthermore, reforms of the planning system, circula- 
tion system, price control system, as well as the invest- 
ment, finance, labor and personnel. and social security 








6 ECONOMIC 


systems are making progress to vanous extent. In the 
wake of the development and improvement of the 
market environment necessary for enterprises’ autono- 
mous Management, especially in the wake of the devel- 
opment and improvement of the fund market and labor 
market, large and medium-sized state-owned enterprises 
will undergo unprecedented changes in the next few 
years. 


Vice Principal of Party School on Property Rights 
93CE0815B Beijing JINGJI RIBAO in Chinese 
13 Jul 93 7 7 


{Interview with Su Xing, vice principal of the CPC 
Central Party School, by Mo Fu; date and place not 
given: “Establish a Property Right System Appropriate 
to China’s Reality—An Interview With Su Xing, Vice 
Principal of the CPC Central Party School”’] 


[Text] [Mo] As I recall, in the 1991 article “The Key To 
Managing Well Large- and Medium-Sized State Enter- 
prises Lies in Reinvigorating™ published in this news- 
paper, you discussed the issue of property rights over 
State enterprises in a focused way. Presently, this issue 
has become a hot topic. Do you have any new views? 


[Su] When that article was published, there were large 
differences on the issue of property rights. At that time, 
I intentionally used your newspaper's space to discuss 
my understanding, hoping that the economics commu- 
nity would not avoid or deny this concept, because the 
issue was no longer a purely theoretical issue, but also a 
practical issue. In the past, we had used a highly central- 
ized planned economic system, and the property nghts 
and management rights over state enterprises had been 
unified; as a result, the issue of property nghts had not 
been prominent. After the start of the reform, in order to 
reinvigorate state enterprises, to separate government 
from enterprises functionally, and to separate property 
rights over enterprises from management rights over 
enterprises, it had become absolutely necessary to clarify 
property rights. At that time, I just began to get involved 
with the issue. and was unable to express clear views on 
some aspects of the issue. Now I feel that I am clearer 
than before. 


[Mo] About which issues do you feel that you are clearer? 


{Su} There are two property-right systems in the contem- 
porary era: the private property-rght system and the 
public property-rnght system, with the private property- 
right system being a clear one. For instance, in capitalist 
countries, in terms of capital there are individual capital 
as well as social capital, and both are manifestations of 
the capitalist system of private ownership. Individual 
capital as well as ownership, and use and management 
rights, over the relevant enterprises all belong to individ- 
uals. Ownership over social capital (joint-stock compa- 
nies of various forms) belongs to stockholders, while the 
use and management rights belong to the boards of 
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directors and managers. The assets of joint-stock com- 
panies are “jointly owned” by all the stockholders in a 
formal sense, by are still private property in essence, for 
share ownership 1s private. 


In the primary stage of socialism in China, economic 
sectors of different ownership statuses coexist. Indi- 
vidual enterprises, private enterprises, foreign-financed 
enterprises are manifestations of the private property- 
right system, and the property mghts are clear. It is 
property mghts over publicly owned enterprises. mainly 
State-owned enterprises, that are unclear. As property 
rights Over state-owned enterprises are unclear, it 1s very 
difficult to implement enterprise autonomy. 


How to clarify property mghts over state-owned enter- 
prises? It is imperative to separate ownership nghts from 
use and management rights. People have no differences 
on this point; but the difficulty lies in the issue of how to 
achieve the separation. In my view, state-owned enter- 
prises are owned by the people as a whole, and the state 
is the representative of the people as a whole: the 
economic manifestation of ownership is the state's col- 
lecting of profits or dividends from the enterprises. If an 
enterprise is both owned and run by the state, then the 
state can appoint the manager. If an enterprise is under 
the joint-stock system, then the board of directors will 
select the manager. Use and management nghts belong 
to the enterprise. The enterprise, as a legal person, can 
dispose of the enterprise's assets in accordance with the 
law under the precondition of ensuring the preservation 
and increasing of the value of state assets, including 
transferring and selling property rights, creating a 
merger, forming joint ventures or conducting joint oper- 
ations with entities of different ownership status, and 
even declaring bankruptcy. In this way, property mghts 
are divided. Some scholars call the former “classical 
property mghts” (or original property mghts); some 
scholars call the latter “modern property mghts™ or 
“legal-person property rights.” In my view, before there 
are more accurate expressions, it 1s better to use the 
expressions of “ownership property rights” and “legal- 
person property rights.” Ownership property nghts refer 
to ownership mghts, and legal-person property mghts 
refer to use and management rights: both are manifesta- 
tions of the public property-rmght system. 


[Mo] According to some scholars, to clanfy property 
rights is to change or recreate the ownership system. For, 
without changing the system of public ownership, it 1s 
difficult to clarify property mghts. Do you agree to such 
ideas? 


[Su] I do not. As I understand, those advocating these 
ideas entertain the following plans. 


The first is to implement privatization. Such a plan is 
not advisable, or at least inappropriate to China's reality 
In the primary stage of socialism. we should develop 
private economy, and some small state-owned enter- 
prises may also be sold to private individuals: but. in 
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general. large- and medium-sized state-owned enter- 
prises should not be prvatized. For, they are the eco- 
nomic foundation of the people's democratic dictator- 
ship. and control the lifelines of the entire national 
economy, in order to build socialism with Chinese 
charactenstics and to persist in making public ownership 
the dominant form of ownership, we must make the 
State-owned economic sector under the system of all- 
people ownership the dominant sector. There 1s no need 
to further elaborate on this issue 


The second 1s to change all-people ownership into own- 
ership enjoyed by governments of vanous levels. This 
plan is even less advisable. For, it 1s not in accord with 
the objective laws of socialist large-scale production, and 
will divide the unified socialist market, thereby 
adversely affecting the 
planned economy to the system of market economy 

Even as the state-owned enterprises are currently gov- 
erned by administrative supervisor-subordinate relation- 
ships, there have already occurred some problems, such 
as restricting the flow of factors of production and ™ 
optimal combination of resources: the regions’ efforts tc 

follow each other's suit, resulting in duphcate construc- 
tion; and artificially dividing the market and hampenng 
the free flow of commodities. People descnbe such 
phenomena as manifestations of effective “local owner- 
ship.” Such phenomena should be corrected in the first 
place. How can we promote ownership enjoyed by gov- 
ernments of various levels” 


The third 1s to change all-people ownership into enter- 
prise ownership. Enterprise ownership is a vague con- 
cept, and does not indicate 
enterprise ownership refers to the collective ownership 
enjoyed by the employees of an enterprise. this idea 1s 
obviously unworkable. As the properties of an all people- 
owned enterprise are the accumulations created by the 
people as whole. how can they be turned into being 
owned by employees of one enterpnse? Is 1 workable to 
have the Anshan Steel Complex owned by emplovees of 
the Anshan Steel Complex alone? According to some 
people. it 1s also umproper to let an enterprise own just 
that which has been created by itself. In the beginning 
the contracting system was governed by a principle: The 
State gets the largest proportion: the enterprise gets the 
argest proportion, the individuals get the smallest 
proportion. According to some calculations. under the 
Capital Steel Complex’s system of progressive con- 
tracting. after a number of vears the enterprise will get 
the largest proportion. Comrades at the Capital Steel 
Complex say that even when the enterprise ects the 
largest proportion, the gains would remain the property 
of the people as a whole, ard that there 1s nothing wrong 
with using the gains for technological renovation and 
expanding production. | agree to this view expressed by 
comrades at the Capital Steel Complex. That which has 
been accumulated by an enterpnse should in practice 
remain owned by the people as a whole. but the property 
nghts should belong to the enterprise 


transition from the system of 


the nature of an enterprise. If 
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In short, I support claniying property nghts. bul not 
changing the system of all-people ownership. Property 

nghts are divisible, but ownership neht s should not be 
divided. The reform of state-owned enterpnses should 
consist of transforming state-owned enterprises” oper- 
ating mechan sms under the prec t 
the system of all-people ownersh: 
separate government from enterpmses and 1 
effect enterpnse autonomy proiion recuifving property- 
nghi relationships, so that enterpmses can truly become 
legal person entities and market competitors who are 
charactenzed by independent operations. independent 
responsibility for profits and losses. self-<developme 
and self-constraints, while assuming the responsibility 
for preserving and increasing the value of state assets 
The 14th CPC Congress Report has already fully exph- 
cated this rssue 


[Mo] Everyone agrees to th 
State-owned enterpri ses 
direction proposed by 1 
issue remains to be clanfied. that 1s. who will assume the 
responsibility for preserving and -ncreasing the value of 


State assets 


ore 


{Su} In my view, the manager or director should assume 
he responsibu:ty for value preservation and increasing 
in relation to an enterpnmse. After clanfving pro . 
nghts over an enterprise ¢ 
legal person enjoying civil mghts and assuming civ 
responsibilities. and the manager or director 1s the 
representative of the legal person. Managers « 

of state-owned enterprises can be appointed by the state 
or selected or hired by boards of direct 
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get their jobs, they all must assume responsibility for 
State assets. Of course, to assume responsibility. 1 1s 


necessary to have management decision-making power 
In the face of ever changing market. they woul 
opportunities, without the decrsion-mak 
make resolute decisions expeditiousiv. At present, the 
managers or directors of all those vigorous and efficient 
nterprises tend to have 
power and the quality as entrepreneurs On 9 June this 
vear, your newspaper published a report on how the 
Beying Watch Factory had t tu 
profit making. According to the report. the first move 
made by the factory was to select a good director. Only 
by having a good director would 1 be possible to make 
the second and third moves: to Dbunld a gx usm: 
and to make a batch of good products. | agree to your 
newspaper's view: that the director move was the most 
crucial and cntical move. When discussing the manage- 
ment of state assets in China. a World Bank 
expressed the following view. “Two things are ven 
important t to increasing enterpnses’ Competitiveness. (1) 
separate ownership over the enterprnses from manage- 
ment nghts over the enterprises. and give to enterprises 
those enterprise functions or management functions 
among the functions performed by government. (2) 
introduce what we call inherent’ change. which 1s a 
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we must nurture socialist entrepreneurs, just as we 
nurtured commanders of vanous levels dumng the war 
years 
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mal purchasing. product marketing. wage and bonus 


4 areas mm whoch enterpnses should have 
autonomy im six other areas has been parna 
effect. autonomy has basically not been put in 
three areas. The main reason for the failure 


ming government's function 1s lagging be 
enterprises sav: In some cases. autonomy 1s st 
“avy and has not arnved vet m some cases. 
aeencees would trv to restnct the autonomy. im some 


would withheld power, and thus enterprses are still in a 

powerless positon. What is more, some government 
ecnoes would form “sign changing’ companies, not 
hiv retamming the control over enterpnses. but aiso 

demanding money from enterpns 

Why rs ut so difficult to transform government's func- 


First, the Dureaucracy 1s hage. and the agencies 
woukl wrangke over infle matters among themselves 
interest-based constraints, for one’s 

esi mS promoted only when on has power, some 
agencies fear losing their preexisting power. However 
government's function must be transformed. As the | 4th 


neress has pointed out. “This is an important 
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experts, the interest rate adjustments made this time 
were not large enough, and it is proper to consider 
further upward adjustment of interest rates. In terms of 
suggestions on stabilizing the financial situation in the 
second half of the year, the experts have concentrated 
their proposals on such issues as controlling money 
supply, raising interest rates, strictly restricting the issu- 
ance by nonbank financial institutions of loans in any 
forms, strictly enforcing the reserve system, and sup- 
pressing disorderly fund raising. 


2. Control the scale of fixed-asset investment. In regard 
to controlling the scale of fixed-asset investment in the 
second half of the year, it is necessary to do a good job 
in the following areas: First, it is necessary to reduce 
the overall scale of construction under way; second, it 
is necessary to strictly control the starting of new 
projects; third, it is necessary to adjust the structure of 
fixed-asset investment; fourth, enhance the manage- 
ment of real estate investment; and, fifth, step up the 
reform of the investment system, so as to impose 
norms on investment behavior. 


3. Stop prices from increasing at an excessively high 
rate. Seventy-eight percent of the experts hope that this 
year the rate of increase in the general level of retail 
prices of commodities in society can be kept under 10 
percent. To that end, the center and the localities 
should coordinate their steps of price reform, and 
refrain from introducing price adjustment measures in 
a concentrated way in the short run. Control the rate of 
growth in people’s income and institutional purchasing 
pover in society. Strengthen supervision over the 
prices of basic goods for living. 


4. Increase revenues and reduce expenditures, so as to 
alleviate fiscal difficulties. As pointed out by the 
experts, to improve the fiscal situation. it is necessary to 
make efforts to both increase revenues and reduce 
expenditures. Taxation is the main source of the state’s 
fiscal revenues. Over 70 percent of the experts are 
opposed to increasing taxes. According to them, the key 
lies in collecting and managing taxes in a strict manner, 
in tightening tax discipline, and in eliminating the 
phenomenon of granting tax breaks without authoriza- 
tion, so as to collect all the taxes due. Herein lies the 
fundamental way to ensure fiscal revenues. Controlling 
expenditures mainly entails controlling the operational 
expenses of government agencies and public institutions 
as well as fixed-asset investment outlays. To promote 
the issuance of state bonds, it is proper to combine 
administrative means with economic measures. The 
experts’ proposal is as follows: Increase the state bonds’ 
interest rates; have the financial institutions underwrite 
the bonds and then have the central bank conduct 
rediscounting; and sell the bonds to enterprises and 
individuals in an organized way. 


According to the experts, in order to resolve deep-level 
problems in the Chinese economy, it is necessary to 
deepen the reform. It is necessary to concentrate on both 
macroeconomic and microeconomic reforms; however, 
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77.8 percent of the experts believe that for now macro- 
economic reforms are more important and urgent. Cur- 
rently, macroeconomic reforms should center on reforms 
of the investment system, financial system, government 
bureaucracy, and fiscal and taxation systems; microeco- 
nomic reforms mainly entail transforming enterprises’ 
operating mechanisms, reforming price-forming mecha- 
nisms, and perfecting the securities markets. 


In addition, the experts have also pointed out that such 
current phenomena as stock craze, bond craze, real 
estate craze, and other rampant speculative activities 
are manifestations of a bubble economy, and that it is 
necessary to adopt resolute measures to prevent those 
phenomena from harming the steady development of 
the economy. 


maa Goods Market Flourishing in Ist Half 
1993 


93CE0824B Beijing ZHONGGUO XINXI BAO 
in Chinese 19 Jul 93 p 4 


[Article by Guo Mao (6753 6319): “Sales Not Slackening 
in Slow Market, Flourishing =ven More When Market 
Picks Up: The Market for Consumer Goods Continues 
to Flourish During First Half of 1993°"] 


[Text] As statistics of the State Statistics Bureau’s Trade 
and Commodities Division indicate, in the course of this 
year, following the rapid growth in industrial production 
and fixed assets investments, the market of consumer 
goods in China has been booming, growing month by 
month. In the first half of 1993, the value of retail sales 
of consumer goods totals 639.6 billion yuan, an increase 
of 21.6 percent over the comparable period last year; 
considering last year’s stable growth, the 6.2 percentage 
points increase, after adjusting for price rises, represents 
some 10 percent increase in real terms. On a month to 
month basis, rapid sales increases are also evident: an 
increase of 15 percent in the first two months of 1993, 
18.5 percent in March, 25.4 percent in April, 27.3 
percent in May, 28.4 percent in June, which illustrate the 
special characteristic of sales not slackening when the 
market was slow but flourishing even more when the 
market picked up again. 


—With consumer goods in ample supply, the market has 
maintained a basic pattern of supply exceeding demand. 
From the supply standpoint, rapid growth of indus- 
trial production which in turn has speeded up produc- 
tion of some short-term goods has stabilized the 
foundation for supplying consumer goods to the 
market. The total light industry output value in the 
first half of 1993 increased 26.8 percent over the same 
period of 1992, and the ratio of total retail sales to 
light industry production value has turned out to be 1: 
1.2, higher than the 1:1.1 ratio of a normal year. 
Because of good harvests in successive years, the 
ample food supply basket has functioned to increase 
the supply of important agricultural sideline products 
which also intimately affect the people’s livelihood. 
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On the basis of a list of 731 important consumer goods 
ranked by China’s Domestic Trade Department in terms 
of their supplies and demands during the first half of 
1993, 89.8 percent or 657 items are either in supply and 
demand equilibrium or supply has exceeded demand, an 
increase of 1.3 percentage points compared to a similar 
list for the latter half of 1992, while 10.2 percent or 74 
items are in insufficient supply relative to demand, a 
decrease of 1.3 percentage points compared with the 
latter half of 1992. 


From the demand point of view, demand in the country 
has increased relatively rapidly, resulting in increased 
market sales. In January-May, bank withdrawals for 
salaries and wages and other individual expenditures 
have increased 36.4 percent over the same period last 
year; in the first half of 1993, per capita urban income 
has increased 28 percent over the same period last year; 
per capita rural income has however increased only 14 
percent, which demonstrates that while supply and 
demand have both increased rapidly in the country, the 
urban-rural differences have generally been maintained. 


—Sales of consumer goods have been unusually brisk, and 
the scope of citizens’ consumption has clearly 
expanded. The retail sales of consumer goods in the 
first half of 1993 reach 572.2 billion yuan, increasing 
24.4 percent over the same period last year. From the 
standpoint of market sales, new or brand-name prod- 
ucts which have a good reputation and are of good 
quality have enjoyed particularly brisk sales. Influ- 
enced by exchange rate fluctuations and import pro- 
motions, citizens are especially enthusiastic in buying 
high-quality durable consumer products, and prices of 
imported consumer electronics and domestically pro- 
duced brand-named electronics have continued to 
climb, resulting in demand exceeding supply and in 
some cases in the products being completely sold out. 
Comparing the first half of 1993 and the comparable 
period of 1992, sales of professional cameras have 
increased by 15.6 period, washing machines by 22.7 
percent, refrigerators by 28.7 percent, and demand for 
color televisions and videotape recorders has been 
such that despite inadequate import supplies, sales of 
these items have increased 15.1 and 11.2 percent 
respectively. Purchasing of new homes, installing tele- 
phones and air conditioners are hot consumer activi- 
ties in some cities. In addition, sales of various cos- 
metics, gold-silver jewelry, aerobic and exercise 
equipment have also been quite respectable. 


—Purchasing power of citizens is going into different 
channels. According to studies by concerned depart- 
ments, in one quarter of this year, the values of 
high-interest loans to raise capital, bonds and stocks 
issued internally by enterprises total some 50 billion 
yuan. In addition, expenditures of citizens for other 
than consumer goods have also increased rather rap- 
idly. In one quarter, expenditures of residents in cities 
and townships for such things as health care, educa- 
tion, and housing have increased by 35.6 percent, 57.4 
percent and 51.9 percent respectively over the same 
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quarter the year before. Per capita expenditure in 
transportation costs has also increased 2.42-fold com- 
pared to the same period the year before. 


—Consumption of collectives and groups remains at a 
high level and the tendency is for further increase. In 
the course of this year and influenced by various 
factors, purchasing power of collectives and groups 
has continued to increase over the rather high base 
figure of last year. The retail sales of consumer goods 
among collectives and groups reach 65.6 billion yuan 
in the first half of 1993, 30.6 percent higher than the 
same period the year before, and seven percentage 
points higher than the total retail sales of individual 
citizens. The rapid increase in sales of consumer goods 
among collective and groups has an effect on the 
national retail sales, increasing the total by 3.3 per- 
centage points. 


Judging by activities in various regions, consumer goods 
coupons are the hottest item in this year’s market. It is 
rather common for some work units to buy consumer 
goods coupons and gift coupons with public funds and 
distribute them to the workers and staffs, and this 
practice is spreading to all large and medium-sized cities, 
creating a situation where 30 percent of the sales in some 
markets are sales of consumer goods coupons, and this is 
an important reason for the flourishing market this year. 
Although the State Council has directed that issuance of 
all consumer goods coupons must stop before the end of 
April, exerting a definite restraint on the use of such 
coupons, total retail sales among collectives and groups 
in June still shows a 32.9 percent increase. 


Although this year’s market has operated under what 
appear to be basically normal conditions, certain 
obvious structural contradictions and unstable factors 
are becoming apparent. In terms of consumer psy- 
chology, the citizens are getting nervous again. 


How will the market evolve in the second half of 1993? 
The relevant departments—taking into account the 
problems which have surfaced in the economy, the 
regulatory measures the government is in the process of 
adopting, and other factors which influence operation of 
the market—have estimated that retail sales will con- 
tinue to be brisk during the second half of 1993, and that 
the total retail sales of consumer goods for 1993 will be 
some 20 percent higher than 1992. To ensure that the 
market goes in a stable direction during the second half 
of 1993, it will be necessary |. to focus especially on rural 
markets, to increase peasant income, to lessen the 
burden on peasants, and to fundamentally jump-start the 
rural markets, and 2. to adopt effective measures to 
control the range of price increases, to stabilize the 
citizens’ consumption and to prevent the market from 
overheating. 
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— Structural Contradictions in Ist Half 
1 


93CE0824A Beijing ZHONGGUO XINXI BAO 
in Chinese 21 Jul 93 p 4 


[Article by Shang Mao (0794 6319): “Structural Contra- 
dictions Appeared in Market During First Half of 1993" 


[Text] Although the market this year has been operating 
under what appear to be basically normal conditions, 
certain obvious structural contradictions and unstable 
factors have become apparent. These can mainly be seen 
in the following: 


—Increased imbalance in market growths in the different 
regions. There are considerable differences in the rates 
of increase in total consumer reta'] sales in the east 
and the west and central regions, and between the 
coastal and interior areas. In terms of market devel- 
opments in the various regions during the first half of 
1993, the market has continued to grow in the south- 
east coastal regions and the economically developed 
areas, while market growth in the interior regions has 
remained sluggish. Retail sales increases in Shanghai, 
Jiangsu, Zhejiang, Fujian, Guangdong, Guangxi, 
Hainan and Beijing ranged between 22.5 and 37.8 
percent, with the value of the increased retail sales in 
these eight locations accounting for 52 percent of the 
total national retail sales. In the interior regions, 
however, because of slower economic development 
and correspondingly lower level of consumption, 
increases in retail sales in Hebei, Shanxi, Heilongjiang 
and Guizhou have modestly ranged between 9.5 and 
13.3 percent. 


—Widening differences in the rates of increase in retail 
sales of consumer goods in different economic catego- 
ries. In the course of this year, retail sales of consumer 
goods produced by non state-owned enterprises have 
continued to increase rapidly, retail sales of goods 
from jointly-operated and individual economic enti- 
ties have increased by 47 percent and 30.9 percent 
respectively, but retail sales of goods from state-owned 
enterprises have remained relatively flat. In the first 
half of 1993, the value of retail sales of consumer 
goods produced by state-owned enterprises total 265 
billion yuan, a 20.5 percent increase over the same 
period the year before. 


—Considerable differences characterize urban and rural 
markets. In the first half of 1993, the urban retail sales 
of consumer goods totalled 337.9 billion yuan, a 31 
percent increase over the same period last year, but 
with the rural market seriously stagnating, retail sales 
of consumer goods at the county and below-county 
levels totalled 234.2 billion yuan, a mere increase of 
15.9 percent which, if adjusted for price rises, repre- 
sents no increase in real terms over the same period 
last year. The 15.1 percentage point difference in retail 
sales between the urban and rural markets is the 
largest recorded in recent years. Even during harvest 
seasons, the rural market has not flourished, and the 
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main reasons are that while some regions early in the 
year have redeemed IOUs held by the peasants, 
thereby increasing peasants’ purchasing power, other 
regions have suffered natural disasters which resulted 
in lower grain and cotton production, and finally the 
stil unchecked tendency among local authorities to 
demand unreasonable accumulations and detentions 
continues to create excessive burdens on the peasants, 
all of which have contributed to insufficiency of 
purchasing power on the part of the peasants. 


—Obvious differences in booming market for consumer 
goods and sluggish demand for agricultural produc- 
tion materials. In sharp contrast with the strong 
market for consumer goods is the weak demand for 
agricultural production materials; while in the first 
half of 1993, retail sales of consumer goods totalled 
572.2 billion yuan, a 24.4 percent increase over the 
comparable period last year, the retail sales of agri- 
cultural production materials totalled 67.4 billion 
yuan, a mere increase of 2.1 percent which, after 
adjusting for price rises, actually shows a negative 
growth in real terms. Looking at the sales of key 
agricultural commodities, and comparing these to 
the same period last year, the sales of agricultural 
pesticide, pesticide applicators, chemical fertilizer 
and plastic film have declined 3.4 percent, 14.9 
percent, 23.7 percent and 34.5 percent respectively; 
these figures require that priority attention be given 
by the concerned government departments. 


PROVINCIAL 


Zhujiang Delta Area Inflation Taking Its Toil 


93CE0768A Hong Kong KAIFANG [OPEN 
MAGAZINE] in Chinese No 6, 18 Jun 93 pp 37-40 


[Article by Cai Yongmei (5591 6102 2734): “An On- 
the-Spot Observation, Zhujiang Delta Under the Hot 
Wind” 


[Text] In the Zhujiang Delta, an overheated economy 
has loomed up, which directly affects the people’s live- 
lihood and the business of enterprises. In pursuit of 
regional interests, however, Guangdong authorities may 
still seek a higher economic growth. 


The whole Jiangnan Avenue was packed with motor 
vehicles of one kind or another. Even the bicycle lanes 
and the gas station by the roadside were congested. 
After quite some time, the vehicles only crawled a few 
dozen meters. Badly impatient, our young taxi driver 
kept tapping on the steering wheel and complained 
ceaselessly. 


The Overheated Economy Directly Affects the People’s 
Livelihood 


I have visited Guangzhou several times and experienced 
its traffic jam on many occasions, but none was so bad as 
this one. 
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The driver’s explanation was: “Prices have gone up 
sharply these months. Government and business organi- 
zations and well-to-do people have rushed to buy cars 
because cars can preserve the value of their money. With 
a sudden increase in the number of cars, how can there 
be no traffic jam?” After saying this, he complained that 
the gas price was rising everyday and he could hardly 
Carry on his business. 


On this observation trip to Guangzhou, I found that the 
local people’s conversations invariably touched on three 
major subjects: skyrocketing prices, the sharp drop in the 
renminbi’s exchange rate, and the craze in setting up real 
estate development zones. In the Zhujiang Delta, the 
overheated economy has loomed up, and directly affects 
the people’s livelihood and the business of enterprises. 


Addressing a 9 May east China economic work forum in 
Shanghai, Jiang Zemin, general secretary of the CPC 
Central Committee, revealed that currently there are 
three hot inflation spots on the mainland, namely, the 
Changjiang Delta, the Zhujiang Delta, and the Beijing- 
Tianjin area. According to the Chinese communist 
regime’s official statistics, inflation in the Zhujiang 
Delta reached 20 percent during the first quarter of this 
year. In particular, retail prices in Shenzhen climbed up 
astonishingly, the rise being as high as 35.8 percent. The 
people could not help but complain of their difficulties. 


“Before the start of reform, my wage could only buy one 
dan of rice. Now, after so many years of reform, my wage 
still can only buy one dan of rice.”” A middle-aged 
woman with a fixed income believes that inflation had 
caused her living standards to decline. She said: “Now, 
an ice-cream bar costs 15 yuan. How can we afford it?” 


Compared with the consumer price hike, the prices for 
industrial materials has soared to an almost frantic 
extent. For instance, the rolled steel price has more than 
doubled. The prices for lumber and cement have 
climbed 90 percent. 


Devaluation of Renminbi Pours Oil on the Fire 


Under the shadow of skyrocketing prices, the recent 
Sharp decline of the renminbi exchange rate is like 
pouring oil on fire. Since people are afraid that renminbi 
will continue to depreciate and their money will become 
nothing, a wild tide to use renminbi in buying foreign 
electric appliances or in exchange for foreign currencies 
has surged up in Guangzhou. 


A renowned artist leading a comfortable life told me that 
the Guangdong people are not so enthusiastic about 
saving money now. When they have money, he said, they 
will spend it or immediately invest it in some kind of 
business, such as buying stocks, so as to “turn the money 
into something of practical value.” All people around him 
are doing this. Whoever puts money into the bank will be 
laughed at, he added. 
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Another friend of mine said that he had withdrawn his 
savings from the bank to buy new electric appliances to 
replace all the old ones in his house. 


Guangdong Province has two well-known markets for 
electric appliances smuggled into the country—one in 
Panyu, and the other in Xintang of Zengcheng County. 
Expecting a further sharp rise in the prices for imported 
goods, the Guangdong people are rushing to buy Japa- 
nese-made household electric appliances from these two 
markets. So immediately after a new supply has arrived, 
it is quickly sold out. Everyday the markets sell out their 
supplies with nothing left over. 


Many importers of Japanese household electric appli- 
ances have sold out their stocks. It is said that their 
orders for new supplies have piled up with delivery dates 
as far away as the fourth quarter of this year. 


A Panic Psychological Effect Has Appeared in Society 


According to a friend who came back from Zhongying 
Street of Shatoujiao in Shenzhen, business on that street 
has become much more sluggish than before because of 
the sharp devaluation of the renminbi and the quickly 
rising prices of Hong Kong goods. The street is a scene of 
desolation with one-third of the stores closed down. It is 
estimated that the business volume on the Zhongying 
Street has declined 50 percent. 


In addition, devaluation of renminbi has an enormous 
impact on the business of enterprises. According to a 
product-design company, the price of imported paper 
has doubled in five months. Increased production costs 
have forced the company to raise its prices for printed 
products by 50 to 80 percent. Due to the high prices, 
many business transactions already agreed upon with 
customers have been canceled. Of late, the situation is 
even more serious. The paper supplier has raised the 
price twice a day. Under such circumstances, this com- 
pany cannot help but complain of difficulty in carrying 
on its business. 


Another enterprise rents an office in a hotel. The rent 
was set at HK$4,400 per month. In the past, it was 
required to pay only 4,000 yuan. Now, it has to pay 
5,000 yuan. The amount is expected to climb further. 


In Guangdong every family has foreign currencies. Now, 
every evening people watch the Hong Kong TV’s eco- 
nomic news program to get acquainted with the trend of 
change in foreign exchange rates. Those who do not want 
to spend all their cash on hand to buy foreign currencies 
(mainly greenbacks and Hong Kong dollars) as a way to 
preserve the value of their money. In view of the panic 
buying of foreign currencies, GUANGZHOU RIBAO 
frontpaged a lengthy article: “Are People in the City 
Over-Enthusiastic in Buying Foreign Currencies?” This 
article, published two days before my arrival in Guang- 
zhou, concluded that foreign currencies will not always 
appreciate, and finally the rates will fall. This seems to 
imply that people should stop the foreign currency 
buying spree. 
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Nevertheless, how could the panic psychological effect ia 
society caused by renminbi’s devaluation be removed 
simply by an official article? An entrepreneur has 
pointed out that at the end of last year you could get 
about 8.9 yuan with HK$10 in Gvangzhou’s black 
market. Now, you can get 12 or 13 yuan. The devalua- 
tion of renminbi during these five months has surpassed 
its total deoreciation over the 10 year reform period. 


Business people, he said, have no confidence in ren- 
minbi. They don’t know when renminbi will stop depre- 
ciation and dare not keep cash at all, thinking it is too 
risky to do so. 


Fear That Renminbi Is Heading for Collapse 


Street gossip is especially indicative of people’s anxiety. 
Some say that renminbi may devaluate to a record low of 
two yuan to one Hong Kong dollar. Others associate the 
current renminbi situation with the collapse of roubles in 
the CIS, fearing that renminbi will have the same fate as 
roubles. 


The general public are at a loss as to what caused the 
renminbi value to plummet in May. But there are 
various explanations and guesses. Among the allegations 
I have heard, one is very interesting and shared by many 
people. It is worth stating here. 


They say that devaluation of renminbi occurred during 
the height of the Sino-British political dispute, when 
one-fourth of Hong Kong’s foreign exchange had flowed 
to the Chinese mainland. It is believed that the devalu- 
ation of renminbi will cause more Hong Kong dollars to 
flow to the mainland. This may be a deliberate arrange- 
ment made by the Chinese Communist regime to facili- 
tate its financial control over Hong Kong after 1997. So, 
they say, the devaluation of renminbi is a “plot” directed 
at Hong Kong. 


The Chinese Communist leaders are quite afraid of the 
social unrest that may be brought about by inflation. In 
the Zhujiang Delta where inflation is most serious, how 
much can the people sustain? Will inflation give rise to 
social problems? After talking w.ih different people, | 
found that there is a big disparity between the rich and 
the poor in Guangdong, and because of their different 
opportunities and circumstances, people have quite dif- 
ferent responses to these questions. 


In general, business people and those earning a high 
income or having more than one job feel that they can 
bear the effect of inflation. Li Zhengtian, a teacher at the 
Guangzhou Fine Art Institute, is an example. His calli- 
graphic works and paintings enjoy a good market and sell 
for a high price. His wife has established a cultural 
company. They are leading a very comfortable life. 
According to Li, the Guangdong people are very capable 
of bearing economic stress and not afraid of inflation. As 
far as he knows, in Guangdong many have a second or 
even a third job to earn an extra income. What is more, 
the wage standard will rise with inflation. His company 
is preparing to give the employees a raise. In addition, he 
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believes that high inflation will lead to high consumer 
spending, which will, in turn, stimulate production. A 
taxi driver’s reaction is that if the commodity prices go 
up, he will do more business to earn more money to 
offset the effect. 


Skyrocketing Prices Make Life Har«‘er for Scholars 


Poor retired staff members and workers and fix-income 
earners with only one job are not so optimistic and calm. 


A professor at Jinan University gave 20 yuan to his 
maid and asked her to buy food. She refused to do so, 
saying that she could hardly get anything with 20 yuan. 
If 20 yuan are spent for food each day, it will be 600 
yuan a month. But in Guangzhou the average monthly 
salary (including base salary, bonus, and so forth) of a 
professor is only 300 yuan. They are hit hardest by the 
skyrocketing prices. 


In conversations with some scholars, I found that there 
has not been much improvement in the income of 
intellectuals in Guangdong, a province noted for its 
economic prosperity. A professor’s wife made a trip to 
Beijing. She could only buy a hard-seat railway ticket for 
the whole trip from Guangzhou to Beijing. Another 
professor with achievements in Chinese cultural research 
is living in an old dark and humid single-story house. He 
is qualified to get an additional room, but to do so, he 
has to pay 8,000 yuan as a contribution to a fund-raising 
program. Unable to pay this amount, he can only give up 
that additional room. 


I heard this complaint from a university professor: Since 
renminbi was overvalued and forcibly propped up in the 
past, its present devaluation is inevitable. This is a kind 
of tax on the people in disguised form. The state should 
make up for the people’s burden. 


Another intellectual said that 80 percent of the currency 
is in the hands of the people, while social wealth is by 
and large controlled by the state. Inflation can only 
benefit the state and hurt the people. 


pceeaeal of Street Demonstrations Cannot Be Ruled 
ut 


They expect that commodity prices will continue to rise. 
They do not rule out the possibility of street demonstra- 
tions when the price hike exceeds what the general public 
can bear economically and psychologically. 


Does the high inflation mean an overheated economy in 
Guangdong? On this question, opinions differ between 
the public and the authorities. 


According to a friend who is a journalist, Guangdong 
authorities hate to mention economic overheating for 
fear that any discussion on this subject will be harmful to 
Guangdong’s economic development. What is more, 
they are afraid that it will scare away overseas investors. 
Recently the Guangdong media have lightly touched on 
the overheating of real estate business and development 
zones. The authorities immediately instructed them not 
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to discuss these matters. Now, whoever dares to mention 
economic Overheating 1s acting against the authorities, 
added my friend. 


A scholar once published an article in Guangzhou's 
YATAI JINGJI SHIBAO, expressing disagreement with 
using the economic growth rate as an indicator for 
economic development. The next day, Xie Fei, secretary 
of the Guangdong Provincial Party Committee and 
member of the CPC Central Committee Political 
Bureau, refuted this professor, saying that growth is 
development. 


Further, at a 27 May meeting of the Guangdong Provin- 
cial Party Committee, Xie Fei said that the province is 
facing a rare opportunity for developing its economy and 
must speed up the pace of development. At an inside 
meeting of the province, the mayor of Dongguan City 
even said that Guangdong’s economy is not hot enough 
and should be further heated. 


An economist pointed out that, because of their local 
protectionist stand, the Guangdong authorities will con- 
tinue to pursue a high economic growth. Meanwhile, 
local officials at various levels have as yet to fulfill their 
desire to develop the economy as a way to build up their 
career. This is why new projects continue to be started 
and new companies are established one after another in 
Guangdong despite the obviously overheated economy 
at present. 


Authorities Disallow Talks About the Overheated 
Economy 


Suppressed by the authorities, dissidents dare not speak 
out. All they can do is to express their disagreement 
privately. Guangdong’s economy is not only overheated, 
but is hectic, so hectic as to be irremediable, said a scholar 
who declined to be identified. The program being advo- 
cated by Guangdong to catch up with the four little Asian 
dragons is entirely a wishful hectic project. To achieve 
this goal, Guangdong will need 3.9 trillion yuan in 
capital for its province-wide development. Shenzhen’s 
original plan called for 15 billion yuan in development 
funds. In three months the requirement has more than 
doubled to 50 billion yuan [above figures as printed]. As 
can be seen, the project is entirely unfeasible. 


He acknowledged the Zhujiang Delta’s fast economic 
development and its great capacity to bear the economic 
burden. But he said that the situation is peculiar in the 
Zihujiang Delta, which has deeprooted relations with the 
Hong Kong and Macao people and with overseas Chi- 
nese. Because of this advantage, even during the great 
famine years in the 1960s, Guangdong could sustain the 
impact. Today Guangdong’s development still depends 
largely on this advantage. It is selling its labor and land 
to overseas clients. However, such an economic devel- 
opment model, which depends on sales of resources, is 
entirely inadvisable. 


In Guangdong’s overheated economy, nothing could be 
more apparent than crazes for real estate business and 
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development zones. As soon as you entered Guangzhou, 
you can see advertisement boards here and there on the 
streets, offering gardens and villas for sale. Land adver- 
tisements in newspapers occupy a large part of the page 
or even a full page. Advertised for sale are all high-class 
buildings costing over 100,000 yuan per unit, which 
common people can never dream of. 


Guangdong is the focus of the real estate craze on the 
mainland. Last year real estate investment in Guang- 
dong showed a two-fold increase, being the highest in 
the country. Last year witnessed some 90,000 new 
housing units built on the mainland, and over 80,000 
of them were located in the Zhujiang Delta. Last spring 
real estate business made its debut at the Guangzhou 
Commodity Trade Fair. Of the large number of build- 
ings on sale, however, only two-thirds were sold. The 
buyers were mostly real estate business people from 
Hong Kong. Nobody else was financially capable of 
buying these buildings. 


Random Land Encircling Causes Considerable Waste 


What is more serious is that, for 80 percent of the land 
investmeni projects, only pieces of land have been cir- 
cumscribed, and signboards put up, but no funds are 
available. | was told by local people that signboards of 
garden land for sale now line up the highway from 
Macao via Panyu to Zhuhai, but all that you can see is an 
expanse of barren land. This is like a land-encircling 
movement. Once a piece of land has been encircled, a 
land-investment project is there. Each land project is as 
large as 1,000 to 2,000 mu. Projects of 400 or 500 mu are 
considered too small. Ironically, however, all are lying 
idle because no money is available for such investment. 


Now, Guangdong has more than 400 development zones, 
but as instructed by the central authorities, work has 
stopped on 100 of them. The resources and manpower 
so wasted cannot be remedied. To build development 
zones and change farmland into plant buildings and 
business districts, the most fundamental work consists 
of four infrastructure projects plus one leveling (the 
water, electric, telephone, and road projects plus the 
leveling of ground for construction). Someone has 
calculated the land development cost and arrived at 
100 million yuan per square kilometer. The tremen- 
dous waste of resources incurred in the 100 abandoned 
development zones can be imagined. 


Without doubt, the Zhujiang Delta has built an initial 
market economy as a_result of its 10 years’ efforts for_ 
reform and opening up. Its market mechanism should 
play a more effective regulatory role than that of inland 
provinces. But the out-of-control state of its economy is 
also a reality. How should it deal with the situation—to 
rein in the economy or to proceed with a bolder reform? 
This is a question to be answered by facts. 
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INDUSTRY 


Motor Vehicle Market, Future After GATT 
Analyzed 

93CE0795A Beijing ZHONGGUO WUJIA in Chinese 
No 6, 1 Jun 93 pp 30-33 


[Article by Xie Zhenglin (6043 2973 2651): “An Analysis 
of the Expected Profit Rate on Motor Vehicles After 
‘Rejoining GATT’ } 


[Text] I. Factory Costs of Motor Vehicles and Their 
Composition in China Today 


Taking sedans and minicars as examples, the present 
factory costs of motor vehicles in China are roughly as 
follows: The cost of a sedan ranges from 80,000 to 
100,000 yuan if the engine displacement is | .6-1.8 liters, 
and from 50,000 to 60,000 yuan if the engine displace- 
ment is below 1.6 liters. A minicar costs from 30,000 to 
40,000 yuan. These costs are made up of five main 
components: primary and auxiliary materials, purchased 
accessories made in China, imported component parts, 
manufacturing expense, and overhead. At present, our 
auto industry (except for medium-truck production) still 
depends largely on foreign technology and imported key 
components. Accordingly, the cost of imported compo- 
nents takes up a relatively big share of the total cost. 
Following is a rough breakdown of the total cost: Pri- 
mary and auxiliary materials account for 10 percent, 
purchased accessories made in China 25 percent, 
imported components (including import duty) 50 per- 
cent, manufacturing expenses 8 percent, and overhead 7 
percent. 


II. Effects of Rejoining GATT on the Factory Costs of 
Motor Vehicles Made in China 


A. Positive Effects 


1. With the restoration of its status as a GATT con- 
tracting party, and consequently the further develop- 
ment of its international economic and trade relations, 
China will speed up its pace remarkably in introducing 
advanced technology and management expertise from 
developed countries. This will help improve the present 
state of China’s auto industry marked by low levels of 
technology and labor productivity and a high consump- 
tion of energy and materials. Advanced technology and 
management expertise will also give a powerful impetus 
to reducing the production costs and raising the quality 
of such upstream products as metal, chemical, 
machinery, and electronics products, which are indis- 
pensable to the development of China’s auto industry. 


2. Competition will become increasingly keen in China’s 
auto market. This may be another motive force 
prompting our auto industry to quickly expand produc- 
tion, improve product quality, and raise the percentage 
of components made at home. If this is the case, China’s 
motor vehicle production costs will be reduced by a big 
margin. This is because mass production and a high 
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percentage of domestically produced components will 
have a greater effect on auto cost reduction than any 
other factors. 


3. After rejoining GATT, China will trim its tariffs to a 
certain extent to comply with international practice. 
This will reduce the costs of imported automotive com- 
ponents, which now account for a rather large part of the 
factory cost of China-made motor vehicles. In addition, 
low tariffs will lead to a drop in the prices of imported 
metal and chemical products needed for auto produc- 
tion. They are, therefore, a significant factor contrib- 
uting to lowering the production cost. 


B. Negative Effects 


Main negative effects are as follows: At present the costs 
of basic elements for production such as energy and 
transportation are lower in our country than in the 
international market. With the restoration of China’s 
status as a GATT contracting party, and consequently 
the gradual integration of the Chinese economy into the 
world economy, it will be an inevitable trend that the 
costs of energy, transportation, and other basic elements 
for production in China will go up step by step and 
finally match the international level. As a result, 
domestic prices for finished products, especially metal, 
chemical, machinery, and electronics products, will rise 
by a big margin. Metal and chemical products are major 
materials for auto production, and machinery and elec- 
tronics products are either indispensable means of pro- 
duction or significant accessories for motor vehicles. 
Their higher prices will, no doubt, increase the auto 
production costs. This way, the restoration of China’s 
status as a GATT contracting party will create a pressure 
to push up the auto production costs (mainly the costs of 
primary and auxiliary materials and imported compo- 
nents). 


To sum up the above, I am of the opinion that the 
restoration of China’s status in GATT as a contracting 
pariy will have multiple effects on the factory costs of 
auto production. On the whole, however, I believe it will 
be conducive to lowering the production costs and 
boosting the competitiveness of China-made motor vehi- 
cles. 


III. Characteristics of Supply and Demand on China's 
Auto Market 


Because of the policies we have carried out to protect our 
national industry and to use domestic products to sub- 
stitute for imports, China’s auto market has long been in 
a state of supply falling short of demand (except during 
1989-1990 when a consumption-retrenching policy was 
in effect). Since the beginning of the 1990s, a great 
increase has been noted in the output of the auto 
industry, but with the acceleration of China’s economic 
development, demand for motor vehicles has also gone 
up considerably. As a result, there has been no radical 
change in the auto market condition of supply falling 
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short of demand. Now, two characteristics are noticeable 
with respect to supply and demand on China’s auto 
market: 


A. Despite a relatively big increase in auto production, 
the problem of irrational product makeup remains 
unsolved. 


China's auto industry has long been characterized by the 
abnormal phenomenon of putting more stress on vehi- 
cles for production needs than vehicles for passenger 
transportation; or in other words, it has developed in a 
direction opposite to that of the auto industry in the 
world. Of the total output, trucks account for a signifi- 
cant share while the proportion of passenger vehicles, 
especially sedans, is relatively small. As to the models of 
trucks, short supply of heavy-duty trucks and light 
pickups has long been a serious problem. 


In recent years, while China’s auto industry has made big 
headway im acquiring, absorbing, and assimilating 
advanced technology from abroad, no solution has been 
made to the problem of unbalanced product makeup 
mentioned above. The 1991 statistics show that about 
650,000 vehicles of various types, or 35 percent more 
than 1990, were produced that year. The output of all 
types of vehicles, except heavy-duty trucks, showed a 
double-digit increase compared with the preceding year. 
In particular, the output of sedans showed the highest 
growth rate, scoring a 90 percent increase. The propor- 
tions of different types of vehicles produced were as 
follows: heavy-duty vehicles accounted for 3 percent, 
medium-duty vehicles 33 percent, light-duty vehicles 
(including minicars) 35 percent, and passenger vehicles 
16 percent. The output of sedans, though nearly double 
the preceding year’s record, took up less than 15 percent 
of the total production. 


B. The total demand has continued to rise considerably 
with a remarkable change in the requirements for dif- 
ferent types of vehicles. 


Since demands for motor vehicles on the domestic 
market have climbed at a great rate, the state authorities 
have been compelled several times to enforce a retrench- 
ment policy to limit spending on motor vehicles. How- 
ever, statistics still show that sales on the domestic auto 
market have increased by an average annual rate of more 
than 10 percent during the last few years (except 1989- 
1990 when demands were retrenched). In 1991, sales 
registered by domestic automakers alone amounted to 
670,000 vehicles. If sales through other enterprises and 
imported vehicles were included, the auto market sales 
totaled at least 700,000 vehicles. Based on this growth 
rate, it is estimated that the annual sales volume on the 
domestic market would hit some 1.5 million vehicles by 
the year 2000. 


With regard to changes in demands, first of all, there has 
been a remarkable change in the market shares of dif- 
ferent types of vehicles. In recent years, though the 
market demands for heavy- and medium-duty vehicles 
have continued to rise, the requirements for sedans and 
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mini and light cars have gone up even faster and shown 
a remarkable tendency to take up an increasing share of 
the demand on the market. Statistics reveal that sales on 
the domestic auto market hit a record high in 1991 with 
total sales exceeding domestic production. Compared 
with the preceding year, the sales of heavy-, medium-, 
and light-duty vehicles, minicars, passenger vehicles, 
and sedans in 1991 increased 16.3, 29.99, 41.87, 49.88, 
39.37, and 80.3 percent respectively. The percentages of 
sedans and minicars in the total sales rose from 9.14 and 
34.79 percent respectively in 1990 to 11.73 and 35.67 
percent in 1991. Secondly, protected by high tariffs and 
the import license system, domestically produced vehi- 
cles have shown a tendency in recent years to enjoy an 
ever-growing share of the market. According to statistics, 
the market shares taken up by domestically produced 
vehicles each year during 1985 to 1990 were 55.5, 71.3, 
84.0, 86.7, 87.2, and 89.0 percent respectively, or an 
average increase of 6.7 percentage points per annum. For 
1991, it is estimated that the market share of domesti- 
cally produced vehicles would have broken the 90 per- 
cent mark, and China-made sedans would have captured 
more than 80 percent of the sedan market, both being 
unprecedented. 


IV. Breakdown of Market Prices and General Profit 
Rate for Motor Vehicles in China Today 


A. Breakdown of Sales Prices 


In our country the sales prices fo: motor vehicles are 
composed of four major elements, namely factory cost, 
profit, circulating expense, and tax. The following shows 
the rough propertions of these four elements in the sales 
prices of different types of China-made motor vehicles in 
vecent years: For sedans, profit accounts for 10 percent 
of the sales price, circulating expense 10 percent, tax 30 
percent (excluding import duty on bulk parts), and 
factory cost (including import duty on bulk parts) 50 
percent; for other types of vehicles, profit 15 percent, 
circulating expense 10 percent, tax 15 percent, and 
factory cost 60 percent. 


B. General Profit Rate on China-Made Motor Vehicles 
at Present 


For all types of motor vehicles except medium-duty 
trucks, production is far from reaching an economically 
optimum scale. To accumulate funds for further devel- 
opment of our auto industry, we have for a long time 
included a relatively high general profit rate in our motor 
vehicle prices under the condition that imports are 
strictly restricted while demand exceeds supply on the 
market. According to statistics, the present general profit 
rate in China’s motor vehicle market is roughly 20 
percent if calculated as percentage of capital yield and 
between 10 and 15 percent if based on the earnings rate 
on sales. An authoritative analysis shows that the earn- 
ings rate on sales of motor vehicles in foreign countries, 
especially developed countries, is generally no more than 
5 percent. Nevertheless, because of the mass production 
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and the smal!-profit-quick-turnover policy carried out by 
developed countries, in most cases their capital yield is 
by no means low 


V. China's Expected Profit Rate on Motor Vehicles 
After Rejoining GATT 


A. Impact on the Profit Rate Due to Cost Changes 


It is my belicf that after China has restored its GATT 
Status as a contracting party, the changes in auto produc- 
tion costs will not affect the profit rate to a great extent. 
The reason is that with the restoration of China’s status 
as a GATT contracting party, there will appear both 
factors contributing to higher auto production costs and 
factors that will reduce the production costs. On the 
whole, however, the latter factors, including primarily 
the improvement of production technology and manu- 
facturing process, a higher percentage of domestically 
produced components, and the expansion of output, will 
have a much greater effect on cutting the motor vehicle 
production costs than the cost-raising impact caused by 
the former factors, which are essentially the increase in 
energy and material prices. 


B. Impact on the Profit Rate Due to Changes in Supply 
and Demand 


The restoration of China’s status as a GATT contracting 
party will bring about a radical change in supply and 
demand on the auto market for the following reasons: On 
the one hand, with the global economic recession and the 
acute competition among Europe, the United States, and 
Japan on the international auto market, a state of supply 
exceeding demand with respect to motor vehicles has 
been existing for years internationally. Due to the market 
pressure, many European and U.S. automakers have 
reduced production and laid off employees. Their profits 
have declined drastically; some have even suffered heavy 
losses. On the other hand, China’s auto market, under a 
strict import-control policy, has all along been in a 
thriving state in recent years with demand exceeding 
supply. Given such a big difference between the interna- 
tional and domestic auto markets, it will be an inevitable 
trend that European, U.S., and Japanese motor vehicles 
will “go all out to invade” the Chinese market once 
China has restored its status as a GATT contracting 
party and opened its auto market to the outside. Now, it 
is reported that quite a number of foreign auto makers 
have begun formulating their strategies for exploring 
new markets in China. Once the door is unbarred, they 
will vie to capture a share of the Chinese auto market. 
This being the case, apart from the impact of increased 
domestic production, the rise in auto imports alone will 
be sufficient to change the longstanding situation in our 
country where supply of motor vehicles falls short of 
demand. 


Here the rationale is very simple. It is due to the 
longstanding situation of supply falling short of demand 
that our domestic auto market prices have always been 
relatively high and our profit rate on motor vehicles has 
remained at an elevated level. With the restoration of 
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China’s status as a GATT contracting party and the 
drastic change of supply versus demand on the market, it 
will be impossible to keep our auto market prices at such 
a high level, and consequently the profit rate on our 
motor vehicles will unavoidably drop to a great extent. 


C. Impact on the Profit Rate Due to the Competition 
Strategy of China’s Auto Industry 


Without doubt, China’s auto market will be :n a state of 
more vehement competition in the future. However, 
China-made motor vehicles are not expected to catch up 
with imported ones in quality and grade until after a 
considerable period of time. To give China-made motor 
vehicles a competitive edge, we probably have to put 
stress on the price factor in formulating our marketing 
strategy. In other words, we have to rely on a lower price 
to compete with imported motor vehicles. If that is the 
case, it will be unavoidable that the profit rate on 
China-made vehicles will drop considerably from its 
present level. 


D. Expected Profit Rate on China-Made Motor Vehicles 


To sum up, with the restoration of China’s status as a 
GATT contracting party and the resulting changes in its 
auto production conditions, its situation of supply 
versus demand, and the state of competition on its 
market, a gradual drop in the general profit rate on 
China-made motor vehicies will be an inevitable trend. 
The speed of drop will, in the main, depend on the 
degree of openness of its auto market to the outside. 
Other essential factors affecting the speed of the profit- 
rate drop are the development of China’s auto industry, 
the government’s spending policy on motor vehicles, and 
the nation’s strategy to meet auto market competition. 
According to an es,....ate based on the present general 
profit rate on motor vehicles in fot.ign countries, in 
particular developed countries, the expected profit rate 
on sales of China-made motor vehicles will gradually fall 
from the present 10-15 percent to the neighborhood of 5 
percent. That is, eventually it will become more or less 
equivalent to the profit rate on imported vehicles or even 
a little lower than that in order to meet competition. 


SMALL-SCALE ENTERPRISES 


Issues Concerning Rural Enterprise Development 


93CM0382A Beijing JINGJI RIBAO in Chinese 
20 Jun 93 p 3 


[Text] Strengthening the basic status of agriculture is 
the key to promoting the rapid and sustained develop- 
ment of the national economy. Much work needs to be 
done in this area, including the strenuous development 
of rural enterprises; in coordination with the establish- 
ment of small rural cities and towns and the acceler- 
ated pace of rural urbanization, agriculture will be 
spurred to the next stage. I will discuss some initial 
opinions and suggestions. 
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1. Contradictions 


In examining China's situation in terms of the speed of 
coordinated development of the city and the country- 
side, the economy and society, the development has for 
the most part been good. But there are areas that lack 
coordination. Among the prominent manifestations is 
China’s considerable degree of industrial development. 
Through decades of effort, a fairly complete industrial 
system has been established, and industrial output now 
accounts for 80 percent of the combined industrial and 
agricultural output value. But on the other hand, the 
deeply ingrained pattern of rura! areas accounting for 80 
percent of China’s population hasn't changed much in 
the past few decades. Of the more than 800 million 
peasants and more than 340 million laborers, most are 
still stuck in the small world of 100 million hectares of 
cultivated land. This situation shows that China's 
industry has developed considerably, but the rural pop- 
ulation has not shifted proportionally to nonagricultural 
industries, which has caused a lag in urbanization in 
rural areas. According to relevant materials, China's 
level of urbanization is 28 percent, while the average for 
developing countries is about 40 percent and for devel- 
oped countries 80 to 90 percent. This is a major issue 
that should command our attention. 


Because of the large rural population, and because the 
labor force is usually prosperous and times are usually 
prosperous, jobs are in short supply, so certain social 
problems inevitably arise. 


One 1s an upsurge in laborers working on public projects. 
In recent years, millions and even tens of millions of 
peasants have formed groups and left for coastal regions, 
mayor cities and other places with labor shortages to look 
for work, and their numbers keep increasing, from 
seasonal to year-round. 


Another problem is lack of social order, which has been 
managed for a long time but has not been fundamentally 
resolved, and to which the peasants’ reaction has been 
strong. The reasons are many, but it is also directly 
related to rural overpopulation and unemployment. 
Because so many people are idle, they make trouble out 
of nothing, and all the bad tendencies come out. We 
must handle this comprehensively and view the prob!em 
in connection with economic and social development. 


Also, in some places last year, nonagricultural residence 
permits were sold to raise funds, and it was practically a 
stampede sweeping across half of China. This shows that 
there is a labor surplus in rural areas, and peasants look 
to the cities and nonagricultural industries to seek 
employment opportunities. 


Another situation _is that large numbers of people who 
have worked in small city and town enterprises for many 
years are still called peasants; they are considered 
workers, and are not considered farmers. Under the 
present conditions of comparatively low profits from 
farming, it is also very difficult to transfer contract land, 
which results in land being abandoned and extensive 
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cultivation. But they also do not dare give up contract 
land, fearing that one day it will be taken back, and they 
will have no recourse. 


All of these indications show that strenuous develop- 
ment of rural enterprises, particularly the development 
of rural enterprises thet support the central and western 
regions and accelerate the pace of small rural cities, 1s 
very urgent. It is an important issue related to the 
coordinated development of cities and the countryside 
and the coordinated development of the economy and 
society. For so many years we have talked about mod- 
ernizing the countryside and agriculture and eliminating 
the gap between the city and the country—so how can 
that be achieved? We must lead large numbers of peas- 
ants to switch to nonagricultural industnes, which will 
lead to many small cities forming in the rural areas, and 
can also enable peasznts who for many years go into the 
cities and towns to work or engage in business to become 
residents of the cities and towns; this status will let 
qualified people who work on contract land off the hook. 
In this way, the rural population will decrease and land 
will be more plentiful, and the scale of contracts can 
naturally expand and can use modern, advanced produc- 
tion methods to greatly increase labor productivity. This 
will not be the “big pile” of the past. We have been 
liberated for decades, and how many of our peasants still 
spend their working hours holding a hoe and sickle. 
Tools that date back thousands of years are still in use, 
and that is because that there are many people and not 
much land, so large-scale operations cannot be formed 
and there is no way to use advanced, modern tools, and 
thus labor productivity cannot increase. Because of rural 
overpopulation, most agricultural products are con- 
sumed by peasants and commodity production 1s low. In 
the United States, Australia and other agriculturally 
developed countries, one person supports several people: 
we can only support a few people. It’s not that we don’t 
have the ability—we don’t have the conditions. The 
conditions are coordinated, strenuous development of 
enterprises in cities and towns, consolidation and joint 
development of rural enterprises, and formation of small 
cities and towns in rural areas. Only by taking this path 
can we accelerate rural and agricultural modernization 
and significantly increase rural incomes, achieve modest 
prosperity, and ensure that the national economy 
develops on a stable foundation. Agriculture is the 
foundation of the national economy. In the past decades, 
with the speed at which the whole task of reform and 
construction has developed and the brilliance of our 
achievements, the fundamental issue has been a good 
agricultural situation. Currently, the marlet has an 
abundant supply of food, and the nation has ample grain 
reserves. Without this situation, all of the reforms and 
opening up, along with the national economy, could not 
develop relatively quickly. We must continue to develop 
the national economy, and we must still hope to strenu- 
ously develop rural enterprises in coordination with the 
formation of small cities and towns in rural areas and 
spur agricultural to make a new leap. We must, from the 
high vantage point of coordinated development of city 
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and country, economy and society, research and pro- 
mote the modernization of agriculture and the country- 
side and maintain the continued stable development of 
the national economy. In this way, by linking research 
issues with the current issue of China's relatively rapid 
economic development and with the urgent matters 
facing the economy and society, we can see that this 
work has very great immediate importance and «<ep 
historical significance. 


2. Solutions 


So what 1s the solution? The solution is not a huge influx 
of peasants into the major cities, nor dependence on the 
government to spend money or building new cities for 
peasants—it is to primarily rely wn peasants themselves 
to establish rural enterprises, and consolidate, develop in 
coordination and build “peasant cities” for themselves. 
China’s peasants cannot possibly pour into the major 
cities in large numbers; even though the cities can absorb 
part of the peasant labor force, there are limits, and the 
great majority must be absorbed into the countryside 
itself. Our country 1s large, there is much to be done, 
financial resources are limited and the country cannot 
possibly take out this or that amount of money and build 
a certain number of cities and arrange for peasants to 
move there and take jobs. So let us take a look at coastal 
areas and suburbs of major cities where rural enterprises 
are relatively developed. It is a different scene: newly 
thriving cities and towns have appeared all over, large 
industrial contingents have formed, which have switched 
over from agricuiture, and a new leap in large-scale 
contract agriculture has taken place. In these places, 
employment for peasants is plentiful, incomes are high, 
purchasing power is strong, the market for industrial 
goods is flourishing, there is no flood of workers on 
public projects, and there is little talk of a heavy peas- 
ants’ burden. Their experience has helped us find an 
answer to Gur question: strenuous development of rural 
enterprises in coordination with the development of 
small rural cities and towns to achieve the dual result of 
economic development and social development. The 
Zhu Jiang delta and the Chang Jiang delta have done 
this. Their experience shows that developing rural enter- 
prise spurs construction of small cities and towns, and 
the contruction of small cities and towns thereby pro- 
motes even better development of rural enterprises. The 
key 1S integrating the two and killing two birds with one 
stone, not separating the two and each going in its own 
direction. Innovation comes in integrating them. All 
concerned departments should work as one and make 
integration a major concern. 


The point of linkage between rural enterprise develop- 
ment and construction of small cities and towns is in 
how rural enterprises implement a strategy of consol da- 
tion and linked development. This is also the inevitable 
trend for economic and social development. Because 
rural areas, particularly in the central and western 
regions, vary dramatically, not every place can support 
industry. A considerable proportion lack water, lack 
electricity and have inadequate transportation, and 
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some places have not adequately tapped t>eir natural 
resources, particularly mountainous regions in which 
conditions are rough. If you were to bring electricity to 
these scattered little mountain towns, bow much money 
would it cost, and how much would it cost to build a 
road” The rural areas of the central and western regions 
have different conditions, so they decided that develop- 
ment of rural enterprises should be consolidated, and 
that the starting point should be places with relatively 
good conditions. 


In addition, industnal development also requires consol- 
idation; only with consolidation can prod auction be effec- 
tively merged. Consolidation has ma.ty denefits—it can 
save on resources, save on land. sa:* on basic capital 
investment, and have benefits for communications, 
commodity circulation, technology transfer. industrial 
management, pollution control and so forth 


The development of industrial consolidation also cre- 
ates a powerful demand and attraction for tertiary 
industries that serve it. and spurs the development of 
tertiary industry. It 1s not acceptable to merely make an 
empty call for developing tertiary industry. Without 
the impetus of objective needs. there 1s no way to speed 
it up. 


Second, if tertiary industry develops in a consolidated 
fashion, the small cities and towns scattered all over will 
develop the conditions relatively quickly to form a rural 
economic, political and cultural center. In this way, 11 1s 
possible to reduce or eliminate the gap between urban 
and rural, peasants can enjoy an urban cultural lifestyle, 
and rural social development can make a great leap. 


After small cities and towns form, peasants who work or 
do business in those towns for many years and who have 
steady jobs. steady income and stable living conditions 
will qualify for changing their peasant status, become 
new residents of the city or town and be totally released 
from their farming contracts. Thus, only if the rural areas 
form large-scale land contract operations by acting when 
conditions are ripe can there be any talk of using modern 
production methods and increasing labor efficiency. We 
must therefore also bring about tremendous results that 
many people cannot now imagine, so that agriculture can 
take a new leap. After rural areas instituted a responsi- 
bility system based primarily on household contracts, 
peasants’ sense of responsibility and activism increased, 
cultivation intensified, investment increased and agri- 
culture developed tremendously. Now the national 
economy has taken another step and 1s making even 
greater demands on agriculture and demanding that it 
make new developments and take a new leap. Where do 
our hopes lie? Our hopes lie in agriculture advancing in 
depth and breadth, and taking the path of high produc- 
tion and high quality. Our hopes lie with the joint 
development of rural enterprises in coordination with 
the formation of small rural cities and towns. Only if 
peasants switch to nonagricultural industries in large 
numbers and become residents of the new cities and 
towns can the conditions for a new leap in agriculture be 
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met. Currently, the problems faced by agriculture are 
that peasant incomes are increasing too slowly and the 
price of grain and other agricultural products is very low. 
But we cannot rely solely on price increases. The prices 
of some of our agricultural products are almost equiva- 
lent to international market prices, and some even 
exceed international market prices. If we increase prices 
further, we will lose our competitiveness. We must solve 
the problem by relying mainly on large numbers of 
peasants switching to nonagncultural industnes and 
moving to small rural cities and towns, and spurring the 
expanded scale of agricultural contract operations. Cur- 
rently, in coastal regions and areas where rural enter- 
prises are developed, the great majority of peasant have 
switched to nonagricultural industries, and large- 
household agncultural contracting and specialized con- 
tracting has emerged, thereby increasing operational 
efficiency. Of course, the conditions are there, and this is 
a Stage within gradual development, the conditions must 
exist, or all this will be premature. 


Economic and social development go hand in hand; 
economic development spurs the formation of small 
cities and towns, and the formation of small cities and 
towns creates even better conditions and surroundings 
for economic development. The entire country currently 
has more than 2,000 county seats, more than 10,000 
administrative towns and more than 40,000 market 
towns. These are the main supports for the consolidated 
and coordinated development of rural enterprises. 
Development in these areas is relatively easy and rela- 
tively gaick. Of course, in areas where there is water and 
electricity, transportation 1s convenient and resources 
are developed, new areas of rural enterprise develop- 
ment can be opened up, ports can be opened up on the 
coast to jointly develop coastal trade, and consolidated 
development areas for rural enterprises can be estab- 
lished. In sum, the formation of small cities and towns 
must precede the consolidated development of rural 
enterprises. In this way, the speed will be faster and 
additional money will not be spent—the more money 
saved, the better 


3. Policies 


We must have effective policies and measures and sup- 
port this development strategy. It appears that the fol- 
lowing problems deserve our attention and study. 


Firsi, we must set out a clear policy or guiding princi- 
ple—that is. strenuous development of rural enterprises 
in coordination with the formation of small rural cities 
and towns. This will ensure that all comrades engaged in 
this area of work clearly and consciously grasp this and 
apply this. With a correct policy, we can proceed steadily 
and not be side-tracked. We must thereby implement the 
necessary reforms and breakthroughs in our thought and 
in our work. For example, to achieve the coordinated 
development of rural enterprises and the formation of 
smal! cities and towns, we must solve the problems of 
consolidation and coordinated development. Once we 
do this, we must change the old approach toward rural 
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enterprises development of “every village operating a 
factory. smoke being emitted everywhere. the border- 
lands all in bloom.” Accordingly. we must gradually 
change the attitude and approach of “going to the factory 
without going into the city. leaving the land without 
leaving the countryside.” Inevitably, the past practices of 
scattered enterpnses and building factomes mght at the 
front of the village or at the entrance were “going to the 
factory without going into the city, leaving the land 
without leaving the ‘ountryside.” Now there must be 
consolidated, linked development ir coordination with 
formation of small cities and towns. The result of such 
development will inevitably be “going to the factory and 
to the city, leaving the land and leaving the countryside.” 
The peasants who join rural enterprises in the smal! 
cities and towns, who were previously both workers and 
farmers, will gradually become long-term specialized 
workers, and division of labor and division of industnes 
will occur m the rural areas because peasants will 
become workers and rural residents will become city and 
town residents. Methods that have historncally been 
overused must continually develop and change over time 
and with expenence. Of course. this is not absolute or 
achieved in a single stroke, in places where rural enter- 
prises have just started, where rural enterprises develop- 
ment Is in its initial phase, and in small-scale agncultural 
processing industnes that are appropnately scattered. 
the handicraft industry and service industry wil! not 
necessarily be consolidated into the cities and towns. and 
will maintain the operational approach of half workers 
and half peasants. Furthermore. farmers have for gener- 
ations yearned for city culture, but in the past they had to 
change their peasant status to go to the cities. Our 


large and medium-sized cities: it leads peasants to invest 
in industry as a prerequisit¢ and build “peasant cities” 
for themselves. This shift from entering the cities to 
building cities 1s also a change in approach. In sum. we 
must do thorough research and determine which reforms 
and breakthroughs are needed for the coordinated devel- 
opment of rural enterprises and the formation of small 
cities and towns. 


Second, we must determine several policy measures 


1. A policy to attract business. How do we create the 
willingness to go to the small cities and towns or go to the 
new small industrial zones to run enterprises? This 
requires a policy to attract business, which will attract 
peasants with money who can pay their own way and 
who will use their own funds to engage in secondary and 
tertiary industry, and which will attract rural collective 
organizations that lack the conditions for operating rura! 
enterprises to operate enterpnses. 


2. A household registration policy. We must carefull 
research how to recognize the new city or town residence 
status of peasants who enter the cities. towns and new 
industrial zones, once they are there for a penod of tume 
and have steady work, steady income and stable living 
conditions, and how to administrate effective residence 
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4. Funding pole 
small qtees and towns should not depend on state 
allocation, and second. 1 should not come from peasant 
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eh pronty projects have also considered 
supporting the development of uindustnes in small cates 
vear the State Council added 5 bilhon 
vuan of credit to speed up development of rural enter- 
he central and western regions. and they 
designated that 11 be mainly used to support the consol- 
dated and coordinated development of rural enter- 
prises. Other related aspects can be supported from other 
directions, and mm particular there musi be strong s 
ort for building mnfrastructure. If the surrounding 
— are not good. people will nol come 
frastructure rs hke building a phoenix tree: only if you 
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The second ts support for planning and design. Constn 

on of small cites and towns requires planning . and 

design. Only with an equitable plan will there be eqgur- 
able development and faster. more cconom: 
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use as models. OT course. these cannot be based. becausc 
mased cipenence mS ROT instructive and cannot be ana 
vred. In some places. nea small cies 2 WI towns have 
developed on the foundation o7 rural enterpnse devel- 
opment. We must find methods that come from thx 
people and go to the people. we must mspect and 
examine. and see how they developed and how vanous 
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will have a method. and through analvss and research 
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Foreign Investment Reviewed. Regional Trend 
Evaluated 
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restriction, forbiddance, and commonality. Except for 
foreign-funded projects of cncouragement, restriction, 
and forbiddance, most projects belonging to the category 
that allow investment and the preferential taxation of 
“two remittals and three reductions” will be cancelled so 
that they are treated equally with state-owned enter- 
prises. As for investment encouragement projects, such 
as developing agriculture, energy, transportation, raw 
materials, and new and high technology, a preferential 
policy will be accorded; but no matter where an invest- 
ment is made, on the coast or inland, treatment will be 
the same. Both inland and coastal areas will enjoy equal 
approval power governing projects. Domestic selling 
proportions will no longer be set for these projects, which 
will be opened to domestic markets. 


Attracting Foreign Funds Through the Market 


In connection with the design of preferential policies, 
experts concerned emphasized that the current preferen- 
tial policy which takes the reduction or remittal of 
income taxes as the mainstay should be turned into a 
new strategy which will attract foreign funds through 
markets and gain technology through markets. 
According to international experience, attracting foreign 
funds by reducing or remitting income taxes is only a 
practice used by developing countries at the initial stage 
of their opening to the outside world. It lacks lasting 
attraction. Because China has generally signed agree- 
ments with other countries to help avoid dual taxation, 
reduction or remittal of taxation for enterprises that 
invest in China, especially for transnational corpora- 
tions, does not attract as much as estimated. On the 
contrary, Owing to the heavy involvement of policy 
competition and man-made factors, uncertainty and 
instability in management conditicns have been created 
and some big investment projects will be “scared away.” 
This type of thing is nothing new. Fundamentally 
speaking, foreign corporations that make long-term 
investments in China primarily are eyeing China’s tre- 
mendous market potential. That is to say, our future 
efforts to attract foreign funds, especially to attract big 
enterprises with abundant capital and technical strength 
to invest in China, will primarily depend on the stan- 
dardization and perfection of policies, laws, and regula- 
tions and to “what extent” the domestic markets will be 
opened to their products. We should notice that at 
present China’s annual import volume has reached more 
than $80 billion and the “openness” of domestic markets 
to foreign products is already significant; it will bring 
about more benefits to China to allow this part of the 
market to be transformed from directly importing com- 
modities into development by foreign-funded enter- 
prises. This will make foreign corporations bring in more 
advanced technology, competition, and pressure, pro- 
mote the progress of internal industrial technology and 
management, and create more employment opportuni- 
ties for China. Therefore, it is a practical and natural 
choice to establish a policy that will attract foreign funds 


through markets and gain technology through markets. 
Of course in concrete implementation we will need to do 
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a good job in choosing industries, timing, and order for 
opening up markets, and properly handling relationships 
between opening up markets and national industrial 
development and the protection of infant industries. 


In addition, in our future efforts to guide the healthy 
development of foreign funds, one pressing matter is to 
perfect the laws and regulations relate? 09 foreign funds 
and to strengthen their enforcement. Attracting foreign 
funds in accordance with the law is the road we must 
follow in order to eapand the use of foreign funds. As for 
the laws and regulations that have been promulgated in 
connection with the use of foreign funds, we must make 
timely and continual revisions as the situation develops. 
To suit the principles of the General Agreement on 
Tariffs and Trade, in our future efforts to attract foreign 
funds we should strengthen the nationally unified trade 
and investment systems, implement nondiscriminatory 
policies toward both domestic enterprises and foreign- 
funded enterprises, legalize management of foreign 
funds, and make trade open and transparent. All will 
facilitate our efforts to scale new heights in using foreign 
funds. 


ECONOMIC ZONES 


Shenzhen SEZ Experiences Inflation 


93CE0769A Hong Kong CHIU-SHIH NIEN-TAI [THE 
NINETIES] in Chinese No 7, Jul 93 pp 41-43 


[Article by Ch’eng Ying (2110 1305): “Visit to Shenzhen 
During the 1993 Wave of Inflaiion’’} 


[Text] The wave of inflation has begun. The people of 
Shenzhen say that in Guangzhou unmarketable luxury 
electrical products have become hot items. People say 
take advantage of the fact that renminbi still can buy 
things. Shenzhen taxis, stores, and vendors generally 
take Hong Kong dollars. If you pay in renminbi, there is 
an excessive biack market price. Every day there are long 
lines at bank foreign exchange windows. 


Since the beginning of this year, mainland economists 
have repeatedly warned in the media that to carefully 
guard against overheating of the economy, they must 
control inflation and intervene in the constant slide in 
the value of the renminbi. Central Committee and State 
Council leaders such as Jiang Zemin and Zhu Rongji in 
their speeches also have recognized inflationary pres- 
sures. But stories that “the wolf is coming” have not 
been able to arouse people’s interest. People are busy 
earning money, using little capital to seize big profits, 
and heat has been added to heat from merchants “chang- 
ing careers.” The wolf is truly coming. 


“The Wolf Is Coming” Is No Longer a Story 


In the last two months the renminbi has constantly 
fallen. The markets in several large cities have caused 
one disturbance after the other. Shenzhen people tell us 
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that Guangzhou’s panic buying and hoarding undercur- 
rent has caused luxury electrical products such as air 
conditioners, high-quality audio equipment, big-screen 
televisions, and even recently freed up grain products 
that had been unmarketable to become hot items. People 
say take advantage of the fact that renminbi still can buy 
things and grab up as much on hand merchandise as 


possible. 


In Shenzhen the fees on private transportation company 
small buses and medium-sized buses have been arbi- 
trarily inflated, even doubling in a few days. 


Hotel and restaurant fees since 1 May have gone up by 
35 percent. 


According to state statistical figures, in 35 major large 
and medium-sized cities, the indices on residents’ daily 
use items have risen nearly 20 percent. 


In taxis and buses, the main topic of conversation of 
drivers and passengers is “renminbi,” “prices,” and how 
similar is the social situation to the mainiland’s soaring 
inflation in 1988! 


The common people ask, “‘Has the renminbi seen 
bottom? How long will inflation last? The official media 
placate with ’There will not be a runaway situation like 
1988. There will not be another social upheaval.“ 


Internal Bulletins Tell It as It Is 


A staffer in the foreign exchange adjustment center of the 
Shenzhen branch of the Bank of China told this reporter 
that the biggest issue now is to first stabilize prices. But 
he said: “We want to conirol them, but can they be 
controlled?” He gave me a photocopy of a clipping which 
actually was an internal speech of a certain economist. It 
revealed some of the current urgent market situation. I 
am excerpting as follows: 


Manifestations of the extreme severity of the current 
Chinese price situation are: 


Since February in cities throughout the country one after 
another there has been panic buying agitation, and most 
of the panic buying has been foreign currency, gold 
jewelry, electrical home appliances, grains, and even 
table salt. 


In March there was a push to draw out savings, and by 
April, net savings decreased by 4.5 billion yuan and bank 
reserves were tight and inflation began to take an upturn. 


More currency was issued to make the spontaneous 
market increase about 3 percent and the state plan 
adjusted prices increased by 5 percent. But in the wake of 
hotel, services, and rent increases, increases in living 
expenses reached 17 percent. 


JINGJI CANKAO BAO reported that the great slide in 
mainland rural savings was severe. By the end of March, 
Chinese Agricultural Bank savings had declined 1.76 
billion yuan from February, and they were 11.98 billion 
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yuan less than the same period the previous year. Statis- 
tics reveal that the share of mid- and long-term savings 
greatly declined, because various high-interest raising of 
funds attracted savers and prices rose rather high. 


But the recommendation of this “distinguished econo- 
mist” for controlling inflation still was only: to tighten 
the money supply, adjust the relaxation of price controls, 
and stress macroeconomic controls. 


Pointing to the draft of this speech, that Shenzhen staffer 
laughed and said: “Every day the money presses are 
speeding up the printing of bills, and controlling prices is 
so much empty talk.”’ He told me that last year alone the 
annual currency issue was more than 115 billion yuan 
(he leafed through the data in his hand), a 117 percent 
increase over the year before last. The renminbi in 
circulation at the end of last year could be close to 450 
billion yuan. This year the situation is even worse. 
Because fixed asset investment is sharply increasing, we 
have essentially lost control of the printing of currency. 


In May the mainland adjusted the interest rate on bank 
fixed deposits. For a while, banks saw increased deposits. 
But the sharp fall of the renminbi in June also destroyed 
savers’ thought of saving and even caused a rush to 
withdraw money from banks. 


The Uniform Caliber of the Propaganda Machines 


In view of the volatile changes in the foreign exchange 
market the last two months and faced with daily rises in 
the dollar, banks and the media constantly come out 
with technical explanations. This year’s third issue of the 
internal edition of BANYUE TAN gave the following 
reasons for the “daily rise in the value of the dollar”: (1) 
The increased demand of local enterprises for foreign 
exchange and their unbridled buying up of foreign 
exchange at high prices and contention for foreign 
exchange reserves. (2) After last year’s elimination of the 
adjusted tariff on imported commodities, total imports 
increased by as much as 26 percent. (3) Last year the 
official state foreign exchange price was adjusted too 
frequently. In November alone, it was changed more 
than 10 times, causing people to think that it could only 
be bought up and not bought down. In general, according 
to this internal propaganda draft, “the soaring adjusted 
price of foreign exchange to a great extent is created by 
‘artificial’ factors.” As a result, the price of foreign 
exchange is bound to go back down. 


In addition, most reports from foreign publications have 
reacted directly to the great slide in the renminbi and 
made the best of it. Foreign media say, “The devaluation 
of the renminbi and the high risk causes foreign investors 
to withdraw.” Leftist newspapers say: “Freeing up the 
reminbi greatly increases foreign firms’ confidence.” 
Foreign newspaper reports are concerned that mainland 
inflation exacerbate popular instability and leftist news- 
papers constantly quote the optimistic statements uf the 
upper echelon of the Bank of China and the Foreign 
Exchange Control Agency and stress that the exchange 
rate is expected to stabilize very quickly and freeing the 
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price of the renminbi will encourage it to move toward 
free exchange. In addition, they emphasize that 1993 and 
1988 are not at all alike. The people’s “expectations” and 
tolerance of inflation are stronger and it will not trigger 
the social unrest that the high inflation of 1988 did. But 
from what this reporter can see in Shenzhen, the media 
cannot ward off the people’s fears and the enticement to 
panic buy foreign currency. 


Panic Buying of Foreign Currency Makes Use of Every 
Bit of Time and Space 


The Chin-lung Trading Company, Limited bought two 
houses in Hsiang-mi New Village and decorated them 
splendidly and magnificently, and a stylishly dressed 
public relations hostess pours tea and passes out ciga- 
rettes. This to all appearances was a company actually 
was the office of a certain special zone in Jiangsu 
stationed in Shenzhen. Three years ago, they had nothing 
to their name. Two Jiangsu staffers lived in a most 
sub-standard guest house. Their daily allowance was not 
even enough for a meal. Every day they complained that 
they wanted to be transferred back and they did not want 
to suffer foreign hardship. Later the upper echelon 
actually had no choice but to come out with the state- 
ment, “With the exception of official business, none of 
the money that you earn needs to be submitted.” They 
thereupon used public funds to buy and sell foreign 
exchange. At first they earned thousands. Later they 
earned tens of thousands. They parlayed a total of more 
than 2 million yuan to earn a great dec’ of money, and 
the office did not lose a bit. 


There are too many examples in Shenzhen of using 
public money to earn money for oneself. 


These two staffers are friends of mine. Now they “con- 
tract” the office and operate the company. One of them, 
Director Wang, told me that this February when they 
saw the renminbi constantly falling slightly and the black 
market Hong Kong dollar getting higher and higher, they 
made a risky move and used all their funds and credit to 
buy more than HK$2.5 million from a foreign firm at 
black market prices. They were really lucky. Who would 
have thought that in three months the Hong Kong dollars 
that they had in hand would double in value. Director 
Wang said that they also “rose to a new level.” 


Shenzhen: Everyone Wants Foreign Currency 


Those who have not earned it are thinking about earning 
it. The “buy up” phenomenon can be seen everywhere. 


Taxi drivers are simply extortionary. From the Customs 
Building to the Changhong Hotel on the meter is 18 
yuan. The driver insists that according to the state (73 
yuan) Hong Kong dollar exchange price, with fees added, 
it totals HK$25. 
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The stores and vendors in the Shenzhen station generally 
take Hong Kong dollars. If someone pays in renminbi, 
the black market price is exceedingly high. 


When such eating and drinking establishments as hotels, 
restaurants, and coffee shops “give the check,” they 
generally quote two prices, Hong Kong dollars and 
renminbi. 


Early each day there is a long line at the foreign exchange 
window at the Bank of China Building. The majority is 
company or enterprise foreign exchange business. An 
employee of the Bank of China Foreign Exchange 
Adjustment Center told this reporter that approvals of 
individual applications for foreign exchange have been 
tightened more than once. Approva!s of small require- 
ments for foreign exchange for foreign travel or visits are 
made by a special department of the bank. This leads to 
more active black market business. 


The mainland foreign exchange situation directly affects 
Hong Kong renminbi business. When the renminbi price 
of HK$100 falls to 130 yuan, the Hong Kong people who 
use renminbi are not as fashionable as when it is at 120 
yuan, and some people buy back Hong Kong dollars to 
guard against the continued fall of the renminbi. The 
business of three renminbi exchange shops that had been 
opened in one month in the T’u-kua Bay section of 
Kowloon fell off sharply in the middle of June. As 
regards the Shenzhen Lo Lake Custom Export Office, the 
asking black market price has reached 140 yuan for 
HK$100, and tourists still are not moved. 


AGRICULTURE 


GATT Potential Impact on Grain, Edible Oil 
Trade 


93CE0789A Beijing JIAGE LILUN YU SHIJIAN 
[PRICE: THEORY AND PRACTICE] in Chinese 
20 Jun 93 pp 19-22 


[Report by the China Grain Economics Institute: 
“Rejoining GATT and China’s Grain and Edible Oil 
Trade”’] 


[Text] I. Impact of “Rejoining GATT” on China’s Grain 
and Edible Oil Commodity Trade 


While grair. and edible oil are key parts of world trade in 
farm products, the international trade in farm products 
since the founding of the GATT has still not basically 
been brought into line with GATT operations. Trade 
protectionism by farm product exporting superpowers, 
such as the United States and the EC, is rampant, 
involving sharp conflicts. If China can reacquire our 
GATT seat in 1993, the direct impact on grain and 
edible oil will not be great, with the real impact coming 
after agreement is reached on the Uruguay round. 
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A. Advantages of “Rejoining GATT” for Grain, Edible 
Oil Production and Trade 


1. International trade liberalization, with mutual 
opening of markets by GATT signatories, will help to 
diversify China’s foreign trade in grain and edible oil, 
enabling us to enjoy multilaterial, unconditional MFN 
treatment. 


2. China’s rejoining GATT will improve our status and 
role in international trade. China is now and will remain 
so for some time to come the world’s second largest grain 
importer, importing 20-30 billion jin a year, with our 
palm oil imports accounting for about 20 percent of 
world trade, making us the largest importer. Meanwhile, 
China is also a traditional soybean exporter, as well as 
exporting some corn and rice, with our ratio of world 
trade exports being 50 percent for tung oil, 20 percent for 
peanuts, and 15 percent for sesame. Once we “rejoin 
GATT,” the diversification of our trade will expand our 
international commodity exchange. 


3. It will help to speed up China’s adjustment of our 
agricultural structure and grain and edible oil product 
mix, by helping us to develop high-yield, -quality, and 
-efficiency agriculture, develop quality marketable grain 
and edible oil products, and improve our export com- 
petitiveness. 


4. It will help us to import new grain, edible oil, and feed 
manufacturing technology, to upgrade our manufacturing 
enterprises and raise our level of grain and edible oil 
processing, in-depth processing, and comprehensive use. 


5. It will help to speed up the pace of reform and opening 
by China’s grain and edible oil industry in line with the 
need to establish a socialist market economy. 


B. Impact of Rejoining GATT for Foreign Trade in 
Grain, Edible Oil, Feed, and Grain and Edible Oil 
Machinery 


1. Grain. While China is a grain importer and exporter, 
we import more than we export. While “rejoining 
GATT” will not generally have much of an immediate 
impact, the impact will vary by variety and period. 


Grain imports: Most of China’s grain-import varieties 
are now subject to low import tariffs or are duty-free. 
The “Customs Import-Tariff Regulations” issued by our 
Customs Office in December 1992 to take effect in 1993 
provide that wheat, paddy rice, (husked) rice, and corn 
are duty-free, with a preferential tariff (similarly herein- 
after) of 3 percent for barley, rye, oats, and soybeans. As 
over 90 percent of China’s grain imports are wheat, 
while tariff reductions upon “rejoining GATT” will have 
a very small impact, they will have a certain impact on a 
few grain varieties and their processed products. 


Ministry of Foreign Trade and Economic Cooperation 
[MOFTEC] figures for the first half of 1992 show per ton 
grain import landed prices of $125.65 for wheat, $161.97 
for barley, and $245.90 for soybeans; converted to ren- 
minbi at a parity price exchange rate of 5.57, the price 
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per 50 kg is 35 yuan for wheat, 45.1 yuan for barley, and 
68.5 yuan for soybeans; at a conversion exchange rate of 
8, the price is 50.26 yuan for wheat, 64.79 yuan for 
barley, and 98.36 yuan for soybeans, while the domestic 
negotiated prices for these varieties are 36.3 yuan for 
wheat, 29.6 yuan for barley, and 77.4 yuan for soybeans. 
The current situation is that for imports at parity price 
foreign exchange, wheat and soybeans are slightly lower 
than domestic prices, being favorable to imports. But for 
imports at conversion foreign exchange, wheat, barley, 
and soybeans are all higher then domestic prices, so that 
imports need to be subsidized. There are three points 
that may need future attention: |. If the Uruguay round 
of negotiations is finally successful, the greatest impact 
on China’s grain will be that the United States will 
reduce its grain export subsidies (a World Grain Council 
1990 survey found the average world production cost for 
wheat to be $200 a ton), meaning that the certain rise in 
wheat import prices will affect China’s foreign exchange 
outlay for increased import subsidies. 2. As to changes in 
domestic and overseas prices, if Chinia’s domestic prices 
rise more than overseas ones to make our domestic 
prices higher than import prices, this might stimulate 
beyond-plan grain imports that would impact our 
domestic market. As far as prices are concerned, before 
the Uruguay round of negotiations is concluded, we 
should take advantage of our foreign exchange surplus 
and low international prices to import suitably larger 
amounts of grains, such as wheat, which would help to 
improve our reserves product mix or suppori agricul- 
tural structural adjustment. 3. As to exchange-rate 
changes, lower exchange rates will raise our domestic 
cost for imported grain. 


Grain exports: China’s major exports are now rice, corn, 
soybeans, and certain minor food grains other than 
wheat and rice. Once we “rejoin GATT,” we will enjoy 
generalized preference treatment, helping us to increase 
our exports. Customs figures for the first three quarters 
of 1992 for per ton landed prices were $228.7 for rice, 
$117 for corn, and $242.7 for soybeans. At parity price 
foreign exchange conversion, the price per 50 kg was 
63.7 yuan for rice, 32.6 yuan for corn, and 67.6 yuan for 
soybeans; at conversion foreign exchange conversion, 
the price was 91.48 yuan for rice, 46.8 yuan for corn, and 
97.08 yuan for soybeans, while the domestic negotiated 
prices were 53.8 yuan for polished round-grain nonglu- 
tinous rice, 28.2 yuan for corn, and 77.4 yuan for 
soybeans. So at parity price exchange rates, r ce and corn 
were slightly lower than export prices, while soybeans 
were slightly higher; but at conversion exchange rates, 
they were all lower than export prices. As long as we keep 
our domestic prices lower than e port prices, we will not 
have to provide further export subsidies, which will 
contribute to exports. 


2. Vegetable oil (grain). While China used to be a 
traditional exporter of vegetable oils, we have become a 
gross importer in recent years, importing on a great scale, 
with annual imports equal to one-third of China’s gross 
output, making up 50 percent of our overall sales. The 
key factors in our gross imports are: |. Import prices are 
lower than domestic prices. Our major import varieties 
are now palm oil, rapeseed oil, and soybean oil, with 
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import prices per 500 g being generally about 2.1 yuan, 
and only a little over 1 yuan for palm oil, while our 
domestic prices are 2.30-2.40 yuan. 2. imported oils are 
better in variety and quality than domestic ones. 3. 
Edible oil imports are no longer controlled through 
planning, with all units having import-exports rights able 
to import. Enterprises, such as special economic zones 
[SEZs], border-trade, and joint-venture, use their 
import-export rights, tariff-reduction and -exemption 
preferences (with SEZs and border-trade imports of 
edible oil enjoying 50 percent tariff-reduction), and 
retained foreign exchange earnings to import edible oils 
on a large scale. 


Once we “rejoin GATT,” imported oils will have a 
greater impact on our domestic markets. This is because 
until we “rejoin GATT,” we can still rely on tariff 
protection to regulate vegetable oil imports, while after- 
wards, we will first have to reduce our tariffs. Our 
current tariffs are 20 percent on soybean oil, 25 percent 
on rape oil, and 28 percent on palm oil. As these are 
likely to be reduced once we “rejoin GATT,” we need to 
take certain countermeasures in advance. 


Vegetable oil (grain) exports, mainly tung oil, peanuts, 
and sesame, are all traditional Chinese export products, 
in which we have resource advantages. As our current 
domestic prices are low, favoring exports, “rejoining 
GATT” is likely to further open up overseas markets. 


3. Feed. “Rejoining GATT” is generally likely to be 
favorable to China’s feed-industry production and 
operation. |. It will contribute to imports of protein 
resources (fish meal) and additives needed for the 
production of key mixed and compound feeds. As 
import tariffs will be lower (our 1993 fishmeal import 
tariff was lowered from 6 percent to 5 percent), costs 
will go down, so that China can better use overseas 
resources to develop feed production. 2. While we now 
conduct very little feed-export trade, “rejoining 
GATT” will improve the trade climate, giving us more 
opportunity for international market access. 


But “rejoining GATT” will also have a certain impact on 
our feed industry, such as certain domestic enterprises 
that make mixed feed, feed multivitamins, lysine, and 
methionine. As tariffs will be lower, these imports will 
have advantages in price, quality, and acceptance, so will 
increase in volume to have a certain impact on domestic 
enterprises. 


4. Grain and edible oil machinery. “Rejoining GATT” 
is likely on one hand to spur China’s grain and edible 
oil machinery production to import new technology 
faster, to upgrade its old equipment and raise its 
production technology level, while confronting it with 
large imports of foreign manufacturing technology and 
equipment on the other, which will threaten China’s 
national industries. 


As China’s grain and edible oil machinery exports go 
mainly to developing countries, where Chinese products 
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are more applicable, lower in price, and more competi- 
tive, it is projected that future exports will not be 
affected. 


5. The impact on China’s grain and edible oil foreign 
trade system and nontariff protection. As to GATT 
regulations and the many promises required of China to 
recover our GATT seat, much of China’s grain and 
edible oil foreign trade system and certain nontariff 
protective measures will not be suitable. 


As the GATT is based on a market economy and free 
trade, China’s “rejoining GATT” will necessitate 
undertaking the committment to further reform our 
foreign trade system. As this generally will be basically 
consistent with China’s establishment of a socialist 
market economy, the impact here should be generally 
regarded as positive. But matters that will be hard to 
fully adjust to will certainly exist for a time, meaning 
that we ought to deal with them in order of importance 
and urgency, by playing our advantages up and disad- 
vantages down, and resolving them gradually to bring 
foreign and domestic grain and edible oil markets onto 
the same track smoothly. 


Il. —_— Countermeasures for After “Rejoining 
GA 


A. We Should Speed Up Our Grain Circulation System 
Reform To Adapt to a Socialist Market Economy. 


1. We need to actively push forward with grain and 
edible oil price reform. To reduce trade conflicts with 
importing countries over China’s grain and edible oil 
exports due to price subsidies once we “rejoin GATT,” 
we should actively and safely push forward with reforms 
to deregulate our grain and edible oil prices. 


2. We need to speed up our building of a three-level grain 
market system. The priority will be to establish whole- 
sale markets of scale, so that wholesale trade will evolve 
fair prices through fair and equal market competition. 


3. The grain and edible oil price subsidy problem. While 
China’s grain and edible oil prices are likely to be 
completely deregulated in the next two or three years, we 
will need to pay attention to macroeconomic control, by 
ensuring that peasants earn more income for increased 
yields, while maintaining relatively stable grain and 
edible oil prices, keeping domestic prices from exceeding 
international ones, and preventing prices from creating 
import-export trade problems. 


Once we “rejoin GATT,” China’s production of and 
export subsidies for farm products, such as grain and 
edible oil, will be restricted, we will still be forced to 
subsidize them. As the agreement reached by the senior 
official conference of the “Uruguay round” in April 
1989 provides that “developing countries are to be 
granted special preferential treatment, meaning that they 
will not have to make short-term promises,” China’s 
following subsidization measures will be able to continue 
in effect: 1. Before grain is completely deregulated, the 
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state fixed-procurement grain quota system can still 
practice prize sale of parity-price chemical fertilizer, 
with the price disparity being state-subsidized; and non- 
linked chemical fertilizer and other capital goods in 
support of agricultural production can also practice 
price-difference subsidization. 2. The preferential 
interest rates for grain and edible oil purchasing fund 
loans, loan discounts for advance-purchase downpay- 
ments, and low-interest loans for grain and edible oil 
production funds, are all farm-production subsidies. As 
long as developed countries do not abolish farm product 
price supports and farm subsidies, China has grounds for 
continuing these subsidies. 3. In the seventh round of 
multilateral GATT trade negotiations from 1973 to 
1979, the agreement reached in the “Tokyo round” on 
“Subsidy and Anti-Subsidy Tariff Rules” acknowledges 
that subsidies are a component part of the economic 
development plans of developing countries, recognizing 
that they are fiscal support measures of developing 
country governments for economic intervention, so in 
essence are not (export) subsidies, and should not be 
regarded as subsidies. China is a developing country, so 
can make use of this provision. As China’s financial 
investment in agricultural capital construction and com- 
modity grain base construction, fiscal subsidy loans, and 
capital goods price subsidies are category-three subsi- 
dies, once we deregulate grain and edible oil prices, we 
can substitute direct fiscal input for grain and edible oil 
price subsidies, thus protecting our agricultural produc- 
tion and encouraging peasants to increase grain and 
edible oil production without arousing trade disputes, 
which can be regarded as a means of adhering to our 
policy of basic domestic self-sufficiency in grain and 
edible oil. 


4. We need to gradually develop a system of coordinated 
domestic and foreign grain and edible oil trade and uni- 
form importing and exporting. To adapt to new condi- 
tions, we wiil have to reform our grain and edible oil 
system in which domestic and foreign trade management 
is divided and uncoordinated. Based on the spirit of 
National Document No 69 (1992), it is suggested that for 
import-export business by scattered small and mid-size 
domestic-trade grain and edible oil enterprises, we can 
practice a genuine foreign trade enterprise agency system; 
and qualified large domestic-trade grain and edible oil 
enterprises and staple grain and edible oil variety import- 
export operations can practice combined domestic and 
foreign trade and unified operation, developing in the 
direction of joint and cooperative joint ventures and 
coordinated domestic and foreign trade operations. 


B. We Should Push Forward With Enterprise- 
Organization Structural Adjustment and Speed Up Our 
Grain Industry Technological Upgrading. 


1. State grain enterprises must actively develop lateral 
alliances, practice shareholding-system experiments, and 
Organize enterprise groups in a planned and organized 
way to bring the group advantages of the grain sector into 
full play, and become more competitive. 
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2. We need to speed up the technological upgrading of 
our grain industry, to improve our product quality. Once 
we “rejoin GATT,” bringing intellectual property rights 
into line with the GATT will make it impossible to 
continue depending on imported copying technology. 
Our feed industry must speed up its research on feed 
prescriptions for all types of livestock herds, striving to 
catch up and pass aboveboard groups in product quality 
and manufacturing capability. All grain-industry enter- 
prises need to speed up their technological upgrading to 
establish a group of backbone enterprises, lower produc- 
tion costs, raise product quality, develop their own 
hot-sellers, and meet the challenge of foreign products. 


C. We Should Continue Our Commodity Grain and 
Edible Oil Base Construction and Farm Production 
Structural Adjustment. 


1. Speeding up our construction of grain and edible oii 
commodity bases will be necessary not only to ensure 
domestic consumption needs, but also for exports. 


2. In adjusting our farm production structure, we will 
need to pay attention to ensuring our domestic grain and 
edible oil needs. As adjusting our farm production 
structure and “rejoin GATT” will occur simultaneously, 
meaning that we will face the prospect of our grain 
surplus temporarily turning into a shortage, we should 
make preparations by importing a certain amount of 
wheat in coming years to support structural adjustment. 
If our reserves grow too large, we could consider taking 
advantage of times when world grain prices are favorable 
to China, to expand our variety mix quantities and 
import-export scale. 


3. We need to raise our grain and edible oil commodity 
quality. To adapt to higher domestic consumption levels 
and export earnings, we need to support peasants in 
producing high-quality grains and edible oils. 


D. We Should Take Advantage of Pertinent GATT 
Provisions To Protect Ourselves. 


1. We can still exercise macroeconomic control over our 
grain and edible oil import-export volume. While GATT 
principles abolish import-export quantity restrictions, 
they also allow import restriction terms: 1. When 
domestic production or sale of certain products is 
restricted, imports can also be restricted. As China has 
reaped bumper grain and edible oil harvests for years, 
with peasants in some regions already experiencing 
“grain and edible oil selling difficulties,” this can be 
grounds when necessary to restrict grain imports. 2. 
When we resolve product surpluses by supplying 
domestic products on a certain scale at subsidized prices 
or free, this is grounds for restricting imports. As we are 
now in urgent need of dealing with a great amount of 
overstocked early polished long-grain nonglutinous rice, 
for which we might use grain and edible oil to provide 
work as a form of relief, this would also be grounds for 
restricting imports. According to GATT provisions, 
China’s exercise of macroeconomic control over grain 
and edible oil imports and exports through particular 
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measures, such as quotas, licensing, and automatic 
export restraints, certainly does not conflict with the 
GATT. 


2. Tariff adjustment suggestions. Our negotiations to 
“rejoin GATT” involve import tariff reductions. It is 
recommended that for refined products that China pro- 
duces more and imports too much of, including pow- 
dered refined goods, such as malt and starch; oilseed- 
bearing kernels and miscellaneous seed kernels and their 
fruits, such as peanuts, rapeseeds, and sunflower seeds; 
vegetable oils, such as fixed oils, solids, liquids, rough- 
processed, refined, or pure soybean oil, vegetable oil, and 
palm oil; foods made of grain and edible oil; and grain 
and edible oil processing machinery, we should keep 
quite high tariffs to protect China’s grain and edible oil 
production, machinery, and manufacturing industries. 


3. Uniform tariff rates provide equal competition terms. 
China’s SEZs, open coastal zones, domestic enterprises 
with foreign trade rights, and “the three kinds of foreign 
trade enterprises” have tariff reductions or exemptions 
for grain and edible oil imports, different than those for 
state enterprises. So to protect domestic grain and edible 
oil production and market stability to create fair compe- 
tition terms, we recommend uniform grain and edible oil 
import tariffs. 


Agricultural Ministry Discusses Rural Situation 


93CE0817B Beijing NONGMIN RIBAO in Chinese 
13 Jul 93 p 1 


[Report by Sun Luwei (1327 7617 1218): “The Ministry 
of Agriculture Holds a Meeting To Discuss Agricultural 
Work, Analyzing the Current State of Agriculture and 
the Rural Economy, Stabilization of Grain and Cotton 
Production, and Full-Scale Development of the Rural 
Economy”’] 


[Text] From 10-12 July 1993, the Ministry of Agriculture 
held an agricultural work conference attended by all 
Provincial Agricultural Department and Bureau Direc- 
tors, where it made plans for implementing party Central 
Committee and State Council measures on strengthening 
macroeconomic regulation and control, doing a good job 
of current economic work, and acting in the spirit of the 
Second Plenary Session of the State Council, analyzed 
the current state of agriculture and the rural economy, 
and studied the implementation of autumn production 
measures and related policies, as well as countermea- 
sures for agricultural-sector self-reform and - 
development. At the end of the conference, Minister of 
Agriculture Liu Jiang [0491 3068] (former vice minister) 
gave the concluding speech. 


Liu Jiang pointed out that: As to the guiding principles 
recently set forth by the party Centra! _ommittee and 


State Council on strengthening macroeconomic regula- 
tion and control over the national economy, we in the 
agricultural sector will firmly support and implement 
them. Stronger macroeconomic regulation and control 
will help to better implement agricultural policy. The 
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agricultural sector must proceed from the overall 
national economic situation in taking an active initiative 
to resolve the matter of agricultural self-reform and 
-development. Agricultural cadres must establish a high 
sense of responsibility, mission, and urgency, by striving 
to do a good job of agricultural and rural work, and 
through contributing to the normal operation of agricul- 
ture as the pillar of the national economy, ensuring a 
smooth transition to a socialist market economy, and 
stabilizing the overall state of the economy. 


As to the current state of agriculture and the rural 
economy, Liu Jiang said that: Conditions are generally 
good. We have speeded up the pace of our cultivation 
structural adjustment, with our grain production situa- 
tion being better than predicted at the beginning of the 
year, and our summer grain output up slightly from 
1992, making 1993 one of our better harvest years. We 
have steadily expanded our “food basket” product 
Output, with abundant nonstaple food supplies, 
including output for the first five months up 4 percent 
for meat, 3 percent for dairy, 5 percent for poultry and 
eggs, and 5.3 percent for aquatic products. And, our 
township enterprises have grown steadily faster, with 
synchronized growth of output value and profits. But of 
course, our agriculture and rural economy are still facing 
certain problems that must not be ignored, mainly: 
driven by econonnic interests, peasants have little initia- 
tive for cultivating grain and cotton; our macroeconomic 
regulatior. and control is unsuited to the need to develop 
a socialist market economy in the rural areas; our rural 
socialized service system establishment is unsuited to the 
full-scale development of agriculture and the rural 
economy; the guiding ideology with agriculture as its 
base has still not been truly implemented in certain 
places, with a severe phenomenon of land and funds 
“being shifted from agriculture to other sectors.”’ This 
means that we need to keep from making work mistakes, 
in order to prevent further agricultural reverses. 


In reference to agricultural sector tasks, Liu Jiang noted 
that: We need to focus on “one objective,” “three 
mobilizations,“ and "three missions, with the “one 
objective being to build a socialist market economy in 
the rural areas, the *three mobilizations being to mobi- 
lize the initiative of peasants, rural grass-roots cadres, 
and agricultural scientists and technicians, and the 
“three missions“ being to strive for 1993 agricultural 
production to have a better harvest, the rural economy to 
grow more, and peasant incomes to increase faster. The 
key to the success of rural reform, including agricultural 
reform, will be whether it contributes to the achievement 
of this "one objective and “three mobilizations.” Of 
course, the final results will be seen in a quantitative 
increase and qualitative improvement in our farm prod- 
ucts, an increase in peasant income, and the develop- 
ment of our rural economy. 


As to agricultural and rural work in the last half of 1993, 
Liu Jiang indicated that we need to focus on the fol- 
lowing key matters: |) We need to actively push forward 
with rural reform. We need to conscientiously study 
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grain circulation problems, finding solutions to ones 
after grain prices are deregulated in areas such as pur- 
chasing, reserves, allocation and shipping, and not 
passing out IOU’s; we need to actively push forward with 
rural market construction, particularly emphasizing the 
development of wholesale markets, so that they can truly 
play a good intermediary role in farm product circula- 
tion; and we must make a flexible response to pricing, 
interests rates, and credit policy revision and invest- 
ment-system reform, by taking prompt countermeasures 
to ensure that agriculture has a better standing in our 
national economy’s macroeconomic climate. 2) We need 
to forcefully emphasize policy implementation, in order 
to ensure that the agricultural policies put forth by the 
party Central Committee and State Council since last 
winter and this spring achieve their desired effect. 3) We 
need to promote agricultural legal institutions and con- 
trols. We must conscientiously implement the “Enter- 
prise Law,” the “Agrotechnology Dissemination Law,” 
and the laws and regulations pertaining to conscien- 
tiously lightening peasant burdens, in order to gradually 
put our agricultural management onto a legal track. 4) 
We must emphasize agricultural research, education, 
and technology dissemination, doing all we can to make 
technology play a stronger role in higher agricultural 
yields. 5) We must take effective steps to fight all natural 
disasters, in an attempt to have better agicultural har- 
vests. We must now work on our autumn grain and 
cotton output, by stabilizing the cultivated area, 
strengthening management, raising per-unit yields, 
bringing the key role of commodity grain, cotton, and 
sugar bases into full play, and keeping reduced yields to 
a minimum. As to the battle against third and fourth 
generation cotton bollworms, we must act in the spirit of 
the “Huai-Hai Campaign” (one of the decisive cam- 
paigns in the Chinese People’s War of Liberation) to 
organize a concerted attack by scientists and technicians, 
disseminators, peasants, and cadres from top to bottom 
against the bollworm scourge. As to our “food-basket 
project,” we must emphasize planning, base-building, 
and networking to take it to a higher level. 6) We need to 
vigorously develop secondary and tertiary industries in 
the rural areas, particularly manufacturing and tertiary 
industries that use farm and sideline products as raw 
materials. We need to combine vigorous development of 
township enterprises with the establishment of small 
cities and towns, which will in turn spur a great break- 
through for township enterprises. We need to pay par- 
ticular attention to optimizing our township enterprise 
Structure, by enhancing scientific management, raising 
enterprise economic efficiency, and speeding up devel- 
opment of township enterprises in midwestern China. 


More of the comrades participating in this conference 
spoke to the matter of agricultural-sector reform, noting 
that: Some areas are still stubbornly remaining “dis- 
linked” and “separated from” the agricultural sector 
below the county level, including the technology- 
dissemination sector, which is adverse to enhancing the 
basic status of agriculture and building a rural socialized 
service system. As agriculture is a special industry, the 
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agricultural sector has a special mission, mainly the 
responsibility for agricultural administration and exer- 
cising an oversight role. As the agricultural S&T service 
sector serves mainly agricultural production, if it pesists 
in emphasizing a reduction of its financial burden, this 
will be bound to impact its service to peasants. So we 
need to conscientiously implement the spirit of the five 
central ministries and one commission on stabilizing our 
agrotechnology-dissemination system, by stabilizing our 
agrotechnology-dissemination sector, in order to prevent 
a loss of ag rotechnicians. 


JINGJI FIBAO Article Comments on 
Agricultw al Policy 


93CE0817.' Beijing JINGJI RIBAO in Chinese 
9 Jul 93 p* 


[Article by Wang Fu (3769 6346), Zhang Shusen (1728 
2885 2773), and Yu Peiwei (0060 1014 0251): “Agricul- 
tural Policy Must Not Be Distorted in Implementation”’] 


[Text] Since the end of 1992, in order to arouse peasant 
production initiative and enhance the status of our 
agricultural base, the party Central Committee and State 
Council have drawn up a series of measures to protect 
and support agriculture that make exceptionally clear 
demands. Since these policy measures were put into 
effect, while most regions have acted quickly to imple- 
ment them forcefully to the letter, others have acted 
slowly, by taking ineffective steps, even to the point of 
arbitrarily adapting and distorting the policies. 


On the policy of protective prices for grain purchasing. 
This is a new policy with long-range significance. Before 
it went into effect, grain markets were in a slump with 
low market prices, but since it was put into effect, 
markets have undergone a change of obvious market- 
price recovery. But as market prices are clearly higher 
than protective prices, certain areas that have or are 
planning to deregulate grain prices are distorting this 
policy in the implementation, by having grain pur- 
chasing departments buy from peasants not at market 
prices, but rather only at protective prices, and then 
adding an additional “three link” beyond-price extra 
payment. While this apparently implements the protec- 
tive price policy plus paying peasants “three-link” com- 
modity price-difference funds, the two added together 
are still less than grain market prices, meaning that this 
action contravenes the State Council policy. According 
to the State Council policy requirement, it is only when 
market prices are lower than the set protective prices 
that purchasing is to be at protective prices within set 
limits while, when market prices are higher than protec- 
tive prices, grain purchasing departments should suit 
their actions to markets, by buying at market prices 
instead of implementing protective prices. 


On the policy of beyond-price extra payment for grain and 
cotton linked commodities. The current situation is that 
some areas are taking advantage of price reform to not 
implement this policy, by using “linked’’ commodity 
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price-difference funds either to set up grain risk funds, 
converting them to grain-enterprise cost subsidies, or 
treating them as local revenues for other uses, with a few 
areas even having previously violated state policy by not 
giving peasants linked commodities. Peasants are com- 
plaining sharply about this, with some having described 
it as: When the government gives peasants one thing, it 
turns into one-half of a thing by the time it reaches 
peasant hands but, when the government demands one 
thing from peasants, it becomes two things by the time 
the requirement is put on peasants. This is how the 
government loses popular trust. The policy of grain and 
cotton linked commodity beyond-price extra payment 
has been clearly set forth by the State Council, being 
well-known by all peasants, so that grain price deregula- 
tion should not mean not making these payments to 
peasants. These funds may be used neither for setting up 
grain risk funds or compensating grain operating-sector 
costs, and even less so for local revenues to be diverted to 
other uses. Whether prices are deregulated or not, they 
must be paid to peasants as provided in full. The part 
that is the responsibility of central revenue must be 
appropriated promptly, and the part that is the respon- 
sibility of local revenue must be paid to the letter, with 
payment problems to be overcome despite the difficul- 
ties. In order to truly achieve the emphasis of the State 
Council leadership, this policy must be implemented 
even if it means a few less development zones or con- 
struction projects. 


On the policy of maximum constrained prices for agricul- 
tural capital goods. The implementation of this policy 
involves two major problems: |) Price levels are closing 
up with the maximum limits, so that constrained prices 
are resulting in price rises. As the highest producer prices 
for chemical fertilizer were lower than the constrained 
prices in some areas before the constrained prices were 
put into effect, the producer prices have automatically 
closed up with the maximum limits since the con- 
strained-price policy was published. 2) Peasants in 
remote border regions are receiving somewhat less 
advantages since the payment method has changed. The 
change in payment method has changed agricultural 
capital goods operations from withholding to marking 
up, with the maximum constrained prices only at the 
producer-price link, meaning the longer the shipping 
distance, the higher the price. Peasants in many remote 
border regions report that this is actually a return to the 
old method, in that as shipping distance increases, 
industrial goods (including agricultural capital goods) 
rise in price, while agricultural products fall in price. 
This first problem is obviously in violation of State 
Council policy provisions, which state clearly that: 
“When current prices are higher than constrained prices, 
they must be lowered to the constrained prices; but when 
they are lower than constrained prices, current prices 
must be maintained without change.” This provision 


means that capital goods prices that were lower than 
constrained prices before constrained prices went into 
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effect should be maintained unchanged. The second 
problem involves a policy imperfection in need of fur- 
ther improvement. 


On the policy of grain fixed-quota downpayments. It is 
understood that fixed-quota downpayments were the 
worst problem in the three-link policy payment system. 
While the change in payment method has brought some 
improvement, many problems still exist, with some areas 
shifting and misusing fixed-quota downpayments 
without authorization, and others providing only 
interest advantages to peasants when purchasing. If 
peasants cannot receive fixed-quota downpayments 
when they sign contracts, this affects their agricultural 
capital goods purchases, eee reproduction and 
expanded reproduction. 


On the policy of cotton discount loans. Some areas 
decided beginning in 1993 to pay peasants when pur- 
chasing cotton the state-provided 3-yuan financial sub- 
sidy on 45-yuan discount loans per sale of each dan (50 
kg) of cotton. This directly affects cotton-farmer input, 
not having the impact of promoting cotton production. 


On the policy of agricultural capital goods operaticn. 
The most glaring problem here is that agricultural 
capital goods market operation channels are chaotic, 
with occasional occurrences of fake and inferior chem- 
ical fertilizers and pesticides severely infringing on 
peasant interests. In a few regions, the Agricultural 
Bank and credit cooperatives manage chemical fertil- 
izer, offsetting loans with materials. Operating channel 
chaos creates price and market chaos, while fake and 
inferior products flood markets, destabilizing peasant 
mentality. Fake and inferior pesticides are particularly 
dangerous, often causing no yields. The State Council 
has clearly ordered that, except for compensated 
transfer by the three agricultural sectors of supply and 
marketing cooperatives, the agricultural capital goods 
sector, and farm reclamation stations, no other unit or 
individual may manage agricultural capital goods. 
Why the current chaos in agricultural capital goods 
markets is so hard to fix merits thorough attention by 
governments and the pertinent sectors at all levels. 


On the problem of peasant burdens. While certain suc- 
cesses have been achieved in lightening excessive 
peasant burdens, with the two items of village collections 
and township overall planning funds clearly down, this 
problem has certainly not been solved well as far as real 
peasant burdens are concerned. The key causes of this 
problem are overassessment of peasant wealth, with 
neglect of peasant sustainability, while charges come 
from everywhere, with a lack of effective oversight 
departments and methods for peasant burdens. In fact, 
the degree of rural marketization is still very low, with 
peasants holding very little cash, so that even essential 








JPRS-CAR-93-072 
23 September 1993 


matters must be handled in order of urgency and impor- 
tance. Therefore, we need to boldly publicize and imple- 
ment the State Council “Regulations on Peasant Charges 
and Labor Management,” in order to help enhance the 
capability of peasants to resist irrational burdens. 


On the matter of IOUs. Handing out IOUs for purchases 
of farm and sideline products harms peasant mentality 
and jeopardizes government authority. With the efforts 
of all parties, the wave of IOUs that was prevalent for a 
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time has basically been quelled. Attention needs to be 
paid to all departments in all areas making advance 
purchase-fund plans before the summer harvest, in order 
to ensure funding on schedule without shortages. As long 
as all pertinent sectors and all trades and professions do 
all they can to work together in giving priority to 
ensuring agricultural funds, it is believed that the IOU 
matter will not arise again in 1993's farm and sideline 
product purchasing. 
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Problems of Public Order Under Market Economy 


93CM0442A Changsha FAZHI YUEKAN [LEGAL 
SYSTEM MONTHLY] in Chinese No 142, 
5 Jul 93 pp 32-33 


[Article by Zhou Wen (0719 2429): “Problems in Public 
Order Under the Market Economy, and Policies To Deal 
With Them”) 


[Excerpt] [passage omitted] At present, the masses uni- 
versally say that in the less-regulated environment called 
for by the policy of developing a market economy, the 
public order environment is less than ideal. In the 
process of developing a market economy, illegal activity 
and crime have become common. Legal rights are often 
violated, and production and management are often 
obstructed, which affects reform and opening up and 
economic construction. 


|. Mass disturbances, arising from conflicts of economic 
interest, are gradually becoming more frequent. This 
kind of disturbance happens both between groups with 
different interests, and between one group or another 
and the government. According to incomplete statistics, 
there were 20 of these incidents in Yiyang Prefecture in 
1992 alone. 


2. Illegal incidents arising from economic disputes are 
constantly increasing. As the market economy develops, 
there are more and more economic disputes. Sometimes, 
creditors cannot collect what 1s due to them in any legal 
way, so some of them resort to illegal means. Some of 
them hire “gangsters” to forcibly “steal away” a debtor's 
property. Some of them hire police officers to intervene 
while off duty. The problem of illegal seizures of persons 
and vehicles is attracting special attention. Despite a 
crackdown, no solution has been found. 


3. Incidents of revenge strikes against factory heads 
because of enterprise reform are becoming ever more 
frequent. Enterprises must become oriented to the 
market; they must reform the “three systems.” In this 
way, they cannot avoid damaging the interests of some 
people, who then often direct their anger against factory 
heads and managers. They insult, slander, and even 
ambush, injure, and murder them. 


4. “The three tyrannies” and “the six lawless acts,” 
which disturb good order in administration and distri- 
bution, are more and more widespread. For some time 
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there have been occasional instances of illegal restraints 
on business affecting localities and markets, and of 
extortion on roadways, while hoodlums who go dancing 
and drinking, ride on public transport, play pool, watch 
shows, and use prostitutes, all without paying, are con- 
spicuous. Some “gangsters” run amuck through their 
territory, eating and taking things for free. forcing people 
to buy and sell to them, extorting and blackmailing, and 
stirring up fights. There is nothing they will not do. 


5. Crimes against property constantly increase. Among 
criminal offenses, crimes against property make up a 
larger and larger proportion as time goes on, and in 
recent years the mse has been on an even greater scale. A 
new kind of crime against property has also appeared, 
called “bumping.” Criminals will deliberately bump into 
people in public places, provoke an incident, and then 
take the opportunity to demand money. If the victim 
refuses, they then threaten violence. There is an element 
of deception in this. On the surface it is an ordinary 
altercation, but in reality it is extortion and it can very 
easily turn into robbery. 


These new circumstances and problems in public order 
are extremely harmful to the development of a socialist 
market economy. First, they threaten the security of both 
public and private property, which directly damages 
economic construction. Second, they threaten the 
normal circulation of commodities, which hinders the 
establishment of a market economic system. In some 
places, a few people have set up roadblocks. forcing 
people to buy and sell to them, interfering with other 
people's business to their own advantage, or even ille- 
gally seizing persons and vehicles. Businessmen from 
outside do not dare to do business there, products from 
outside cannot be shipped in, local products cannot be 
shipped out, and circulation is stopped dead. Third, it 
threatens the safety of the masses of people. and detracts 
from their initiative in developing a commodity 
economy. Because the public security situation 1s prob- 
lematic and crimes against property are increasing, the 
masses lack a sense of security. Some people who have 
“taken the plunge™ are uneasy, whiie those who have not 
yet “taken the plunge” fear to do so. At some individu- 
ally-owned vendor's stalls and retail stores, proprietors 
have their hearts in their throats all day long. fearing that 
“gangsters” may come in to look around, take things by 
force, or extort money from them. Some merchants are 
afraid of being robbed when they go out, and suffer all 
kinds of fears. [passage omitted] 
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Spaceflight Monitoring System Set Up in Xiamen 
93CM0400B Beijing JIEFANGJUN BAO in Chinese 
18 Jun 93 pl 


[Article by Su Kuoshan (5685 2368 0810): “New Space- 
flight Monitoring Station Set Up in Xiamen™] 


[Text] China’s new spaceflight monitoring station—the 
Xiamen monitoring station of the Xian Satellite Moni- 
toring Center—was set up today at Xiamen. 


This is the most functionally complete, modern, and 
comprehensive monitoring station in China today. It 
was established in connection with the development of 
China's spaceflight undertakings. It is at a high level of 
technology, performs multiple functions, and meets cur- 
rent international standards. The monitoring station 
satisfies requirements not only for monitoring medium 
and low orbit satellites, but can also perform tasks such 
as the monitoring of space vehicles in geosynchronous 
orbit around the sun and the earth, and it can also 
provide monitoring support for satellite orbit control 
and commercial aerospace launches. 


The establishment of a permanent monitoring station 
along China's southeast coast makes China's spaceflight 
monitoring network centered at Xian more rational and 
more complete. It marks the new development and 
improvement of China's spaceflight monitoring tech- 
nology and capabilities. 


Beijing People’s Armed Police Improves Training 


93CM0400C Beijing RENMIN GONGAN BAO 
in Chinese 24 Jun 93 p I 


[Article by Wang Shunchuan (3769 7311 1557) and Li 
Dongxing (2621 2639 5281): “Beijing's People’s Armed 
Police Second Zongdui Moves a Step Upward tn Perfor- 
mance of Protection Duties”} 


MILITARY, PUBLIC SECURITY 3s 


{Text} The Beijing People’s Armed Police Second Zong- 
dui’s regularization of protection duties, which empha- 
sizes “training for protection and training for combat™ 
has enabled this zongdui to take a new step upward in 
the performance of its protection, training. and unit 
building functions under the new circumstances. 


To make its training and duty functions better suited and 
more pertinent to the needs of the times and its own 
mission, Beijing's Second Zongdu: has begun traning that 
applies to the capture of enemies, scaling tal! buildings. 
and cross-country movement of military equipment. It has 
also organized specialized support for and special training 
in various tasks in dealing with unexpected incidents of 
vanous kinds. Mindful of the dense population. the con- 
gested traffic, the building of elevated road intersections. 
and the large numbers of high mse buildings. the unit has 
selected early morning and noontime for training in the 
deployment of troops in the air. on the ground, and 
underground, in exercising multi-level control, and in 
providing support in all dimensions :n the implementation 
of five quick reaction measures. Mindfu) of the large 
number of crimes committed by gangs and the ingenious- 
ness of their methods, the officers and men of the Second 
Zongdui have increased the study of special kinds of 
knowledge and the application of new kinds of equipment. 
In addition, it has increased the ideological and political 
content of its protection duties and traiming. As a result, 
cadres and men are able to deal resourcefully and deci- 
sively with any problems that may come up under any 
circumstances. 


In the organization of protection functions, the Second 
Zongdui has unified the form and substance of vanous 
protection plans. has drawn up detailed regulations for 
Carrying Out protection functions, and has organized 
several training exercises. These actions have system- 
atized theoretical study, regularized the organization of 
services, standardized guard duty functions, provided a 
legal basis for the handling of events. and quantified the 
appraisal of support duties 
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Jiangxi Regulations Governing Special Trades 
93CM04164 Nanchang JIANGXI RIBAO im Chinese 
10 Jul 93 p 3 


[Jiangxi Provincial Regulations on Secunty Admunistra- 
tion of Special Trades—Adopted on 20 June 1993 at the 
Third Session of the Standing Committee of the Eighth 
Jiangxi Provincial People’s Congress] 


[Text] Chapter I—General Provisions 


Article 1: These regulations are formulated on the basis 
of the relevant laws, regulations, and polices of the state 
and in line with the actual situation in this province for 
the purpose of strengthening secunty administration of 
special trades. safeguarding social order, facilitating the 
healthy development of special trades, and ensurmng the 
smooth progress of the socialist modernization program. 


Arucie 2: These regulations apply to units and individuals 
running hotels, engaged im seal-cngraving and pmnting. 
and dealing in secondhand goods in this province. 


When those referred to in the foregoing paragraph are 
doing businesses not in the nature of special trades, they 
are not governed by these regulations. 


Arncle 3: The people's governments at all levels and the 
administrative offices of vanous prefectures shall see to 
it that these regulations are put into effect. Public 
secunty organs shall be in charge of the security admin- 
istration of special trades. All other departments con- 
cerned shall, within their respective fields of duties, work 
mm close coordination with public secunty organs to make 
a success of the security administration of special trades. 


Article 4: In exercising secunty administration over special 
trades. public secumty organs must adhere to the principle 
of administration in accordance with law, protect the 
legitimate mghts and interests of special trades, check and 
ban illegal operations, and prevent and stnke at all kinds of 
law-offensive and cnmunal activities. 


Article 5: In accordance with their actual conditions. 
units engaged in special trades shall formulate and put 
into effect vanous secunty systems and gear up the 
training and education of their personnel to raise their 
abilities to prevent, discover. and control law-offensive 
and cnmunal activities. They shall subject themseives to 
inspection and supervision by public secunty organs as 
required by law and help the latter investigate and deal 
with vancus law-offensive and cnmunal activities. 


Chapter [I— Approval of Opening of Business 


Arncle 6: Anyone who wants to engage in special trades 
(with the exception of individual seal-engravers and 
secondhand goods dealers not buying metal scraps) must 
apply to the public security organ of the local people's 
government at or above the county level for a “special 
trade license” by presenting proof of concurrence from 
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the department in charge of the particular trade or the 
competent authonues concerned. Within seven days 
after acceptance of the application. the public secunty 
organ shal! process the application 


All other requirements stipulated by relevant laws and 
regulations shall be met by the apphcant in accordance 
with the prescnbed procedures. No one 1s allowed to 
engage im a special trade without 2 hoense 


The “special trade hcense™ shall be checked once 2 year 


Arucle 7: The following conditons must be met to apply 
for the “special trade hoense™ 


(1) The applicant must have a definite place to conduct 
production and other operahons. — 


(2) The applicant must have safe operations rules and a 
secunty Management system. and 


(3) The responsible person of the applying unit or the 
individual applicant must have a PRC resndent sdéentfica- 
ion card. If he or she is from outside the country, a vahd 
legal certificate shall be required. Outsaders shall apply for 
floating resident cards or temporary resident cards 


Arucie 8: When a unit or indisdual engaged in a special 
trade wants to suspend. clox down. or change opera- 
uons, merge with others, move to another address. 
change the name. legal representative. or line of business. 
Of sign an operational contract with someone. the unit or 
individual shall request the orginal hoense-1ssuing organ 
to make necessary changes in the records or to examune 
the relevant proof and certificates 10 days in advance 


Article 9: For the processing of applications, annual 
inspections, and the issuance of hoenses. the public 
security organ shall collect fees in accordance with the 
specific standards estabirshed by the provincial people's 
government 


Chapter [1]—Hotels 


Arucie 10: Hotels shall keep a register of the guests based 
on their PRC resident identificanon cards or other 
certificates that can prove their status. For guests from 
outside the country, registration shail be based on their 
valid legal certrficates 


Arucie 11: Hotels shall have special rooms or cabinets to 
keep articles and cash for their guests and shall assign 
special personnel to take care of such rooms Gr cabinets. 
There shall be stnct procedures for putting things into 
and taking things out of these rooms or cabinets. 


Articles left over by guests shall be kept properly, and a 
notice put up so that they may be claimed by the owners. 
After the notice has been put up for three months. 
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unclaumed arncies shall be property sted and turned 


over © the publ seccunty ongan for disposal accordirg 
to lew 


Hotels shall record the guns and ammuninoa carmed by 
guests on the bass of thew arms-beanng hoenses and 
shall advise them 10 take good care of these tems 


Storage in hovwels of Mammabic, explosive, highly tou, 
corrosive, Tadhoactive. and other dangerous matenal ss 
stncth prohubated 


Arucle 12 On discovery of law-offeasive and cnmunal 
activites, suspecOus people, comunals wanted by the 
publec secunty authonnes. or contraband goods hove! 
personne! shall take steps to stop the crumunal activites, 
put the law offenders. crumuinals, or contraband goods 
under control. and ummedhately report to the local public 
securnty organ. In no way shall they connive al and refuse 
%© report the cruminal actwitees or conceal and shield 
what they have discovered 


Arucke 13: Prosutunon, hinag of prostitutes, gambling. 
drug abuse. and disseminznon of pornographic matenals 
are stnctly prohstnted in hovel 


Chapter 1) —Neal-E ngravers 


Arucke 14 Seal-engravers shall require a seal-engraving 
note issued by the publhe secunty oman m order to 
make the following tems 


(1) Seals (including stce! seals) of goverament depart- 
ments. institunons, and ther subordinate units. 


(2) Seals of social organizations: 


(3) Seals of enterpnses and business seals of indivadually 
owned workshops and stores. 


(4) Stamps to be used together eth seals. 


Letterhead stamps can be made only at the enitten 
request by the unit concerned 


Indivodual seal-cngravers shall not make seals for ompe- 
niZalwOns. 


Arncke 1S: Pubhc secunty organs shall see seal- 
engraving nonces on the basis of the following. 


(1) The document approving the establishment of the 
department, institunon, or unit and a letter of untroduc- 
non from the competent authonnes. 


(2) The registration ceruficate for the social organiza- 
non and a letter of introduction from th avil affairs 


department 
(3) Business hoense 


(4) Proof proveded by the relevant unit 


if the seal of a government department, social organ: 
zavion, enterprise, or institution or the business seal of 
an indivodually owned workshop or store has been lost 
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and a new seal has t© be made. the wat Concemned shal 
make an announcement m the ncespape)e: 1% declare 
the orginal seal nell and woud Only with sach an 
announcement can the publx sccunty organ wswt 2 


sealengraving nome 


Arnucle 16: Seal-engravers shall have 2 sownd manage- 
ment system for accepung and recording work orders. 
for prodwction, quality control, and destracnon of 
drxarded matenais. and for keepimg and dechventg 
finished products. 


Seals musi be made wm strct accormGance wrth the models 
supulated by the state. The character stvie and specifi 
canons shal] not be changed exthow! pormasron Sezi- 
engravers are not allowed % keep specumens or make 
. Anyone who has Gscovered suspects for 
secretly making. forging. oF wumutaung ovhers seals shall 
promptly report the case 20 the put acwrnth omgan 


Chapter \ — Printing 

Arucle 17: To accept orders for prinung books, ncws- 
pape©rs, ahd MagarNds. pA entenprses shall! firs 
need approval from the aces and publxcatvvons (cul- 
ture) admunistranve department of the local cownn 
people's government. Then, with the consent of the 
provincial public secunty department. they shall 
obtain approval and get a lncense for prnutg books. 
newspape;:rs, and magamnes from the province! aces 
and publications administrative departmen: and 
submit a report to the public secunty o7gan of the local 
county people's government for the record. Only after 
these procedures can they accept orders for pnautme 


Arucle 18: The pronter shall have a stnct system for 
recording the acceptance of work orders and other 
operanons, including pnnung. dook-Dondig. storage 
and delivery. It shall have a sownd umternal system tc 
ensure safe productron and successful management 
And xt shall accept unspectvon and super ison by the 
publec secunty organ 


In doung prunting work for customers. the printer shall 
assgn special personne! to keep a detanled record of the 
names and addresses of custome;ns. names of the cus 
tome;©rs’ representanves. desompuon of the prong work 
Quantines t0 be prunted. and delwern dares for ruc 
and ecxaminanhon 


Arucke 19: When pnmanung puedixanons and pnard 
matter for customers. the prnter shall stncth compl 
with the state regulanons governing pubbcamons and 
pnanng. For pnaung publicatvoms for publishing houses 
and penodacalisswuing units (adntonal departments). 11 1s 
waperanve to umplement the system of printung at defi- 
nite locatvvons 


Arncle 20: To prmt workers’ dennfkxanon cards and 
passes for major events and coupons and cernficates to 
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be circulated in society, the printer must have documen- 
tary proof from the customer’s superior department and 
printing permission from the public security organ. 


To print classified materials and documents, it is imper- 
ative to comply with the relevant provisions established 
by the security department. 


To accept work orders for printed matter referred to in 
the two foregoing paragraphs, the printer shall establish 
a secret-keeping, supervisory, and security system and 
assign special personnel in charge of the work. The 
printer shall not keep copies of the printed matter, 
imitate or duplicate it, or leak information about it. 


Article 21: Printing and sales of reactionary and porno- 
graphic printed matter and other illegal publications are 
strictly prohibited. 


Article 22: Nonprofit-making printing plants and blue- 
print factories (workshops) set up by government orga- 
nizations, armed force units, schools, and industrial 
and mining enterprises shall strengthen their internal 
security management and accept inspection and super- 
vision by public security organs according to law. To 
accept work orders from outside customers, ihey shall 
apply for a “special trade license” in accordance with 
these regulations. 


Article 23: No printing enterprise shall sell types without 
approval from the public security organ. 


Organizations buying types must write a letter stating the 
style of characters, type number, and quantity needed 
and present the letter to the designated units to purchase 
the types. 


Chapter VI—Secondhand Shops 


Article 24: In conducting their operations, including 
purchase, consigned sales, and mortgage, secondhand 
shops must carefully check documentary proof as to the 
sources of the goods and record them item by item. 
Anything suspicious shall be reported promptly to the 
public security organ. Hiding and destruction of stolen 
goods are not permitted. Records of purchase, consigned 
sales, and mortgage shall be retained for five years. 


Article 25: Metal scraps turned out from production 
operations and old motor vehicles junked by govern- 
ment departments, social organizations, enterprises, and 
institutions shall be purchased by state-designated units, 
and no individually owned secondhand shop is allowed 
to buy them. Buying and selling old motor vehicles shall 
take place in the secondhand vehicle market. 


For purchase and sales of the aforesaid items, there must 
be proof from the selling unit or the seller must have a 
resident identification card. Also required is the license 
of the vehicle. 


Article 26: No metal scraps turned out from production 
operations, discarded, and picked up by individuals shall 
be purchased and no valuables shall be accepted for 
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consigned sales or as mortgage unless the sellers present 
their resident identification cards. Without approval 
from the public security organ, no salvage station shall 
be set up near big capital construction sites, railway 
construction sites, and industrial and mining enterprises 
to purchase metal scraps turned out from production 
operations. 


Article 27: Individually owned secondhand shops are 
only permitted to buy metal scraps possessed by citizens 
themselves. They can only resell such metal scraps to the 
designated scrap-collection department. 


Article 28: No unit or individual dealing in secondhand 
goods is allowed to purchase the following items: 


(1) Guns, ammunition, and explosives of all descrip- 
tions. 


(2) Highly toxic and radioactive materials and their 
containers. 


(3) Equipment, tools, and materials used exclusively for 
railways, oilfields, postal and telecommunications facil- 
ities, electric power plants and installations, comm«ini- 
cations projects, mines, water conservancy works, ur\\an 
construction projects, and armed forces when offered for 
sale by individuals; and, 


(4) Other items whose purchase and transactions are 
banned by the state. 


When a secondhand shop finds that any of the items 
listed above is offered for sale, it shall pro:aptly report 
the case to the public security organ and withhold the 
item in question. 


Article 29: Cultural relics shall be purchased only by the 
units designated by the cultural administrative depart- 
ment. No other unit or individual is allowed to purchase 
cultural relics or accept them for consigned sales or as 
mortgage. 


Chapter VII—Reward and Punishment 


Article 30: Units and individuals engaged in special 
trades with outstanding performance in security manage- 
ment shall be rewarded. Those with striking achieve- 
ments may be awarded the title of “advanced units in 
promoting public security” or “activists in promoting 
public security” after the public security organ has 
reported their achievements to the people’s government 
at and above the county level and the said people's 
government has agreed to award the title. 


Article 31: Those who violate these regulations by 
Starting their business without a “special trade license” 
or failing to change the registration, as required, within 
the prescribed period shall be given warning and ordered 
to make correction before a deadline. If the case is 
serious, they shall be forced to close their business, and 
their illegal gains confiscated. 
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Article 32: Those who violate Article 13 of these 
regulations shall be punished in accordance with the 
“Regulations of the People’s Republic of China on 
Public Security Management and Punishment.” In 
addition, either they shall be ordered to make correc- 
tion within a prescribed period or their “special trade 
licenses” shall be recalled or revoked according to the 
seriousness of their cases. 


Article 33: Those who violate these regulations with any 
one of the following listed acts shall be given warning 
and ordered to make correction within a prescribed 
period. If the case is serious, their illegal gains shall be 
confiscated, and their “special trade licenses” shall be 
recalled or revoked. 


(1) Making seals without valid documentary proof as 
required. 


(2) An individual seal-engraver makes seals for an orga- 
nization. 


(3) A seal-engraver keeps the specimen of a seal or 
imitate it. 


(4) A printing enterprise without a definite location 
prints publications for publishing houses and periodical- 
issuing units (editorial departments). 


(5) Unauthorized printing of workers’ identification 
cards and passes for major events or coupons and 
certificates to be circulated in society; or 


(6) Selling types without approval from the public secu- 
rity organ. 


Article 34: With regard to printing and selling reac- 
tionary and pornographic printed matter in violation 
of Article 21 of these regulations, the illegal gains and 
illegal publications or printed matter shall be confis- 
cated. If the case is serious, the “special trade license”’ 
shall be recalled or revoked. In addition, the key and 
directly responsible personnel shall be subject to a fine 
of no more than 3,000 yuan according to the serious- 
ness of the case. 


Article 35: Those who violate these regulations with any 
one of the following listed acts shall be given warning, 
ordered to make correction within a prescribed period, 
or subject to a fine of no more than 1,000 yuan. If the 
case is serious, their illegal gains shail be confiscated, and 
their “‘special trade licenses” recalled or revoked. 


(1) Setting up, without approval, salvage stations near 
big capital construction sites, railway construction sites, 
or industrial and mining enterprises to purchase metal 
scraps turned out from production operations; 


(2) Individually owned secondhand shops buy metal 
scraps turned out from production operations or junked 
motor vehicles; or 
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(3) Buying banned items listed in Article 28 of these 
regulations. 


Article 36: Those who continue to engage in special trade 
after their “special trade licenses” have been recalled or 
revoked by the public security organ shall be forced to 
close down their businesses. In addition, their illegal 
gains shall be confiscated, and a fine of no more than 
5,000 yuan imposed on them. 


Article 37: Cases that seriously violate these regulations 
and constitute crimes shall be prosecuted by the judicial 
department so as to determine their criminal liabilities 
according to law. 


Article 38: For the collection of fines, receipts made by 
the financial department must be issued. All incomes 
from fines and confiscation shall be turned over to the 
financial department. 


Article 39: Punishment stipulated in these regulations 
shall be enforced by the public security organ. Public 
security personnel who practice favoritism, blackraail, 
embezzlement, and bribery while enforcing these regula- 
tions shall be given disciplinary punishment by their 
units. Serious cases that constitute crimes shall be pros- 
ecuted by the judicial department so as to determine 
their criminal liabilities according to law. 


Article 40: Units and individuals disagreeing with the 
administrative decision on their punishment may 
request reconsideration of the decision according to law. 
If they disagree with the conclusion of the reconsidera- 
tion, they may file an administrative suit to the people’s 
court. If they do not request reconsideration or file an 
administrative suit within the time limit set by the law 
and refuse to receive the punishment required by the 
administrative decision, the department making the 
administrative decision shall enforce the punishment 
according to law. 


Chapter VIII—Supplementary Provision 


Article 41: The meanings of the terms used in these 
regulations are as follows: 


(1) Hotels mean guest houses, hotels, hostels, and inns, 
which provide lodging for guests. 


(2) Seal-engravers are those engraving seals and stamps 
made of various kinds of materials for customers. 


(3) Printers are those doing such work as printing, 
book-binding, plate-making, typesetting, drafting, blue- 
print-making, and copying. 


(4) Secondhand shops are those engaged in buying metal 
scraps and junked motor vehicles as well as consigned 
sales, pawn, entrusted transactions, mortgage, and 
buying and selling of secondhand goods. 
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(5) Publications include books, newspapers, periodicais, 
new year paintings, pictures, wall calendars, and printed 
propaganda materials. 


Article 42: These regulations shall take effect as of | 
September 1993. In case of conflict between these regu- 
lations and any previous regulations promulgated by this 
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province, these regulations shall be binding. The 
“Jiangxi Provincial Regulations on Security Administra- 
tion of Hotels, Seal-Engravers, Printers, and Secondhand 
Shops” promulgated on 27 June 1988 by the Jiangxi 
Provincial People’s Government shall become invalid 
when these regulations take effect. 
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Zhu Rongji’s Economic Plans Affect Stock 
Market 


93CE0792A Hong Kong NAN PEI CHI [THE 
PERSPECTIVE] in Chinese No 277, 18 Jul 93 pp 29-31 


[Article by Tzu Hua (4793 5478): “China’s Rectification 
Affects Hong Kong Stocks”’] 


[Text] The stock market and the building market appear 
very different this July. The former remained at a high 
level for a short period and then went back down, and 
the latter, after a “great leap forward” in June, continued 
to grow in July. 


The stock market saw 7,528 points on 28 May. Com- 
pared with not reaching 5,000 points at the beginning of 
last December, it rose approximately 2,550 points, a 
little more than 50 percent. Even if we figure from Easter 
in the middle of April, the rise was 1,100 points. 


According to the traditional “50 percent” principle, if 
the stock market index rises 50 percent, there must be 
great pressure to plunge back down. Moreover, after 
Easter, because of the positive stimulus of the renewed 
Chinese and British government talks, the stock market 
had a large rising gap from 6,420 to 6,630. According to 
the prevailing theory, with such a large rising gap, the 
opportunity for a partial compensatory return can be 
rather great. 


Looking at a chart of trends in the the Hang Seng Index 
of Hong Kong stocks, we discover that from 12 March 
to 12 April there are two gaps, one up and one down. 
But the March gap was a large decline caused by Chris 
Patton’s publishing the political reform plan in the 
government constitutional report. So, it was a “‘falling 
gap.” But the latter, as described above, was a “rising 


gap.” 


In one month there were two markedly different gaps. If 
they were not from pronounced political factors, what 
were they from? 


Political System Contention Affects Performance 


From 7 October of last year, when Chris Patton issued 
his administrative report, until now, Hong Kong’s 
investment market has been influenced by political fac- 
tors. When Sino-British relations took a turn for the 
worse after both sides conducted “microphone diplo- 
macy” accusations, the stock market acted like an ele- 
vator. Controlled by the dominant person, it went up 
and down at will. 


When the Sino-British talks in April decided on renewed 
progress, the news caused the stock market to rise 
greatly. In a short time it broke the 7,000 barrier. Later, 
in touchy practical problems, such as the functional 
constituency elections and the “through train”’ issue, the 
great differences between the two became apparent and 
there was no way to reconcile them. Immediately, Gov- 
ernor General Patton and Ambassador McLaren 
“returned to England to make a personal report.” 
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It appeared that there also were differences between 
Patton and McLaren. Patton is Major’s “old friend,” is 
good at being showy, and is a well-known fighter. In the 
contention on political reform, many speeches were out 
of bounds, not paying attention to the aftereffects (or not 
estimating the Chinese reaction). McLaren is a diplomat, 
the last remaining “China hand.” He has a deeper 
understanding of Chinese officials and is a “dove.” 


Hong Kong government Secretary for Constitutional 
Affairs Michael Sze also accompanied Patton to 
England. It was said that he wanted to “reflect the 
situation in the Sino-British negotiations” to the British 
cabinet. This seemed to recognize that McLaren was not 
capable of this, and it also revealed a difference in the 
stands of Patton and McLaren. 


Two and one half months after the resumption of the 
negotiations, there is progress, but it is not ideal. The 
success is that the Chinese side in certain respects is no 
longer creating obstacles. The new year land sale plan, 
the Chiu Ts’ang cable television license, and the new 
control for the Hong Kong Electric Company were 
approved one after the other. After the British cabinet 
meeting, Hurd decided after the meeting of the seven 
nation finance ministers’ meeting in Tokyo to travel on 
to visit Beijing. After he met with Chinese Vice Premier 
and Minister of Foreign Affairs Qian Qizhen, China also 
agreed to the Chung-huan and the Wanchai sea reclama- 
tion plan and resolved the dispute over the movement of 
the HMS Tamar. 


On the surface, the stock market was led around by the 
nose by the Sino-British negotiations. Actually, quite a 
few people had other views. 


Because the British were the losers in this dispute, it is 
very hard to imagine that the British could elect two or 
three Legislative Council delegates for Hong Kong a few 
years early and have a thorough falling out with the 
Chinese side. Once this happened, after 1997 British- 
Chinese relations would still be at a low ebb and British 
firms could not salvage benefits in the Hong Kong and 
Chinese markets. In the international economic battle 
field, British products would have even less of a market, 
unemployment would further increase, and their would 
be even more drunken soccer match brawls. Now Patton 
is the British “eternal criminal” (Lu Ping called him 
Hong Kong’s “eternal criminal,” but it is not very 
appropriate). 


The Chinese economy is flourishing and they have 
decided to take the market economy route and in the 
next five years open all or most of the inland markets. 
This is a trump card to break the Western countries’ 
“siege.” In major capital construction project plans 
alone, there are more than 10 large and medium-sized 
Chinese cities that are constructing or getting ready to 
construct subways. (These collective transportation sys- 
tems accompany the rebuilding of old city districts) and 
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the renovation of the Changjiang. From Nanjing to 
Chongqing, there are 20 major bridges spanning the river 
being built or planned. 


In the past few years, large and small Western engi- 
neering companies have incessantly complained that 
they do not have enough orders. They see that China has 
sO many projects that they can build, why can they not 
sharpen their swords. They intend to share in the spoils. 


British products and civil engineering do not have any 
characteristics that distinguish them from those of such 
countries as the United States, Japan, Germany, or 
France, and their prices are even less attractive. Their 
intention of making political concessions in their entan- 
glement with China on the Hong Kong issue in exchange 
for advantages on the airport project, and even making 
some progress in the Chinese market, is quite obvious. 


After zeroing in on British weaknesses, Chinese expec- 
tations became firm. On the eve of the British foreign 
minister’s visit to China, the Special Administrative 
Region Planning Committee was established in Beijing. 
This undoubtedly revealed to the British that there was 
no longer any illusion of “playing ball.” 


Major investors foresaw this early. The stock market’s 
rebound after last December’s sharp fall is based on just 
this appraisal. Small investors and some stock appraisers 
considered this the market “overdrawing on the good 
news.” 


China’s Rectification Affects Hong Kong Stocks 


The main reason that Hong Kong stocks took a big drop 
in early July was that the Chinese government decided to 
rectify the economy. The specific measures were to 
appoint vice premier and Political Bureau Standing 
Committee member Zhu Rongji concurrent president of 
the People’s Bank of China, replacing former president 
Li Guixian. 


In January 1992 when Deng Xiaoping made his southern 
tour to Shenzhen and Zhuhai, he stirred up economic 
overheating with real estate investment as the mainstream. 
Last year there were breakthroughs in such areas as invest- 
ment, consumption, production, and external trade and 
the economic growth rate reached as high as 12.8 percent, 
quite a bit higher than the 6 percent in Li Peng’s govern- 
ment work report at the beginning of the year. 


At the end of 1992, economic overheating was becoming 
ever more clear and inflation was worsening. Some 
economist came out with a warning, but Deng Xiaoping, 
using “grasp the opportunity” as a reason, opposed 
them. The first half of this year, the economic growth 
rate rose to 15 percent. 


However, economic problems also constantly emerged, 
acceleration of inflation increased, agriculture shrank, 
and the exchange rate of the renminbi to the dollar 
dropped greatly. Between May and June, people sud- 
denly lost confidence in the renminbi. 
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Even more serious, local banks, enterprises, and “social 
groups” (quite a few were official profiteering groups) 
hoarded a great deal of foreign exchange and building 
supplies, and engaged in land speculation. The people 
also took a liking to gold, real estate, and futures. These 
irregular and excessive investments caused the foreign 
exchange value of the renminbi to fall further and 
inflation to become more acute, and enterprises that 
greatly needed currency for regular operations had diffi- 
culty obtaining a loan. Among the people, interest rates 
on private loans reached as high as 20 or 30 percent, and 
peasants became the objects of local government exploi- 
tation, with layer upon layer uf apportions and issuing 
IOUs, and even the remittances of inland laborers sent to 
Guangdong to work were embezzled by local banks, and 
the post office could only issue “green slips!” 


If it continues like this, the nation will be in peril! At the 
end of May, the peasants of Renshou County, Sichuan 
came to the end of their patience and a riot occurred. 
This greatly shook the central government. 


At this point, the appointment of Zhu Rongji as presi- 
dent of the People’s Bank and drastic rectification were 
touched off. 


The main points of rectification are the following: 1. 
Banks increase interest to attract the people to convert 
their idle funds to bank savings accounts. 2. Twenty-two 
work teams are assigned to provinces and cities to 
examine the accounts of the bank and wherever there are 
embezzlement of savings accounts, land speculation, and 
hoarding of foreign exchange, within a limited period, 
they have to quickly convert it back to renminbi “to 
make up the difference.” 3. Local banks must use cash to 
redeem the peasants’ [OUs. 


When the news that Zhu Rongji was appointed concur- 
rent bank president was released, the renminbi, after a 
brief hesitation, jumped at the sound. Since 5 July, the 
exchange rate of the dollar for the renminbi has dropped 
back from | to 11 to | to 8.5, the equivalent of the 
exchange of HK$100 for 142 renminbi dropping to 
109.7 renminbi. However, there was a great discrepancy 
among the prices achieved in the foreign exchange 
adjustments centers of various cities. Shanghai Central 
Bank dumped dollars and the value of the renminbi was 
rather high, and in Guangzhou and Shenzhen it was 
rather low. 


In addition, on the market it was rumored that Zhu 
Rongji had issued an order that all foreign exchange 
derived from the the use of Chinese funds in Hong Kong 
for the sale of stocks and the sale of buildings be recalled 
to the mainland. This statement later was cleared up, but 
quite a few investors essentially believed that it was true. 
So, they were apprehensive of the aftereffects of 
“improvement and rectification.” So, the stock market 
buyers’ strength weakened and transactions and stock 
prices both fell. 


In the midst of this, the extremely active “Chinese fund 
chips” in the first half of the year, from actively driving 
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up stocks dropped greatly. Some skyrocketing Chinese 
fund chip stocks took a nosedive. For some poor 
achievers that had used “chips” to speculate on stocks, 
the fall was even greater. Some rather old nonchip 
companies, lacking in style and achievements, took 
advantage of speculating and provided a large share of 
stocks. After the market is restored, the speculators will 
scatter in the hubbub. 


Future Market Predictions 


After the stock market fell through 7,000 points, the first 
line of defense was 6,930 points (the stock market low 
point before the British foreign minister announced his 
visit to China) the second line of defense was 6,800 
points. Rather bad results could be to backfill the after 
Easter rising gap. If it is completely filled in, the “low” 
would be 6,420 points. 


For a period in the future, profits on bank and public 
utility stocks will be stable and sound, typically “‘conser- 
vative.” So, they will be a strong force resisting a fall in 
a weak market and their values will be rather good. 
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Prospects for hotel stocks are good. Since the beginning 
of this year, tourist numbers have steadily increased. The 
new hotel completion fervor is passed and there is a 
flourishing market in renovating commercial buildings. 
In the short-term rental fees look good, and the housing 
rate also is rising. 


Real estate stocks are an important mainstay of Hong 
Kong stocks. In the first half of this year the building 
market changed from being weak to flourishing and the 
value of transactions rose. The profits of some large real 
estate companies in the first half of this year are already 
guaranteed. Increases in building prices will inevitably 
slow in the last half of the year (at least the Chinese fund 
groups could be greatly lessened), but annual estimates 
still are better than 1992. 


As far as individuals are concerned, hotels in commer- 
cially flourishing areas are worth the most money. Prop- 
erty, for the most part, has less value toward the price of 
buildings. Achievements also look good. So, at the 
present stage it bears watching. 
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